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Editorial Comment 


S the year 1936 draws to its close 

the people of the United States see 
their country at last definitely emerg- 
ing from the depressed situation which 
has existed for so long. While recov- 
ery has been under way for some time, 
it seems to have advanced with mar- 
vellous strides in recent months, and 
since the November election the gain is 
really spectacular in character. En- 
larged activity in practically all lines 
of production and trade, rise in wages, 
increase in dividend disbursements—all 
tell the same story. True, the rejoic- 


ing over this happy change in the pic- 
ture is considerably tempered by the 
fact that unemployment, though rapidly 
diminishing, still exists on a large scale, 
that the national budget remains un- 


balanced, and that there are some arti- 
ficial elements in the situation. 

But, making due allowance for these 
factors, enough of solid progress is 
discernible to warrant the belief that 
at last the depression has taken its de- 
parture. 

Reference was made above to the 
acceleration of the rate of recovery 
since the November election. This is 
rather a remarkable fact, since our late 
national campaign was one of excep- 
tional bitterness. Those who opposed 
the present Administration almost uni- 
versally predicted that its continuance 
in power would spell disaster all along 
the line. But the voters disregarded 
this counsel, the states, with two ex- 
ceptions, giving their verdicts in favor 
of such continuance. And since the 
election such an outburst of activity 
has occurred as to put all such counsels 
into utter disrepute. 

Many of the great business concerns 
of the country, and many of the banks 
as well, have not looked with favor on 
the general policies of the “New Deal.” 
Since the overwhelming approval of 
these policies given at the polls, it 


would seem that those heretofore op- 
posing them have made up their minds 
to go along with the crowd. They evi- 
dently have concluded that it is easier 
to swim with the current than against. 


This more tolerant attitude of busi- 
ness toward political experiments may 
have the result of alleviating the rather 
harsh attitude of the Government to- 
ward the large business concerns. The 
wise conqueror refrains from imposing 
severe penalties upon the conquered. 


Whatever may be the correct view 
as to the above, it is clear that the 
policies adopted by the present Ad- 
ministration are not to be changed es- 
sentially. They have now received the 
stamp of-unmistakable public approval, 
and production, trade and banking may 
as well cease their opposition and co- 
operate with the Government to the ex- 
tent that is possible. 


If the “New Deal” policies are sound, 
such codperation may be justified on 
the ground that in this way their bene- 
ficial results will be hastened. On the 
other hand, if they are really unsound, 
the sooner this is demonstrated, the 
better. 


A sign of the times is the emergence 
from a cloud of obscurity of the eco- 
nomic forecaster. He has made some 
rather serious blunders in the past, but 
as times get better his natural optimism 
reasserts itself, and he is now telling 
us that a long era of great and perhaps 
unexampled prosperity is just begin- 
ning. There is much in the present 
outlook to support that rosy view. 
Whether or not the American people, 
with their propensity to go to extremes, 
will use this golden opportunity reck- 
lessly or with caution born of sad and 
recent experience, this is the question 
upon which depends the continuance 
of the prosperity certainly on its way 
as the year closes. 
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(,ONTINUED inflow of foreign funds 

into the country is causing concern 
at Washington. This movement has 
increased of late, partly because of dis- 
turbed conditions in Europe and partly 
for the reason that investment in Amer- 
ican securities offers attractions in the 
way of profits and security. 


The reasons for the concern at Wash- 
ington over this development are, first, 
that it may tend to create a highly ex- 
panded situation in the securities mar- 
ket, and second, that the withdrawal of 
foreign funds suddenly and in large 
amounts would have inconvenient re- 
sults to our credit structure. 


This inflow of foreign capital comes 
at an inconvenient time, and adds to 
the perplexities already troubling the 
financial authorities. Excessive bank 
reserves, low money rates, heavy gold 
importations, the sudden revival of a 
spirit of optimism—all these and other 
influences are making for a revival of 
speculation and activity in business 
that may easily be interpreted as 
threatening to the future of the coun- 
try’s financial structure. 

In this connection it may be said that 
not much concern need be felt for the 
safety of the currency. It is, excepting 
in a special and limited way, irredeem- 
able, and with the present enormous 
gold stock and other defensive means 
at the command of the Treasury and the 
Reserve banks it can be fully protected. 
Probably the same may be said about 
the country’s credit structure. Mani- 
festly, this could be affected by large 
foreign withdrawals if our present situ- 
ation were like that of 1928 and 1929. 
But it is different in many respects. 
While prices of securities have advanced 
by something like 100 per cent. since 
the spring of 1935, it must be recalled 
that higher margin requirements and 
the comparative absence of brokers’ 
loans make the speculative situation far 
less hazardous than it was at the time 
preceding the collapse of 1929. It is 
true that this catastrophe was due in 
part to the withdrawal of French funds 
from the New York market. But until 
speculation has advanced much further 
than it has at present, and until our 
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general credit position has markedly 
changed, it is hardly conceivable that 
the future repatriation of foreign funds 
can produce serious results. 

Very likely, the influx of foreign cap- 
ital is looked on with alarm, not so 
much with regard as to what may 
happen should it be withdrawn as the 
effect it will have in ministering to 
speculative activities already sufficiently 
in evidence to cause concern, if not to 
excite alarm. 

The artificial expedients introduced 
into the world’s monetary systems, com- 
bined with political and economic dis- 
turbances, have caused capital funds 
and short-term balances to be shifted in 
large amounts from one financial cen- 
ter to another, and thus alternate periods 
of plethora and scarcity have followed 
in quick succession. It was the demand 
on London, in 1931, for the return of 
such funds that caused the suspension 
of the gold standard. 

Inconvenient as are these sudden 
shiftings of funds, which are a conse- 
quence of international disequilibrium, 
they are hardly serious enough in their 
effects to warrant the application of the 
remedy that has been proposed, the 
prohibition or at least the strict limita- 
tion of foreign investing in the United 
States. 


O} 


E discrepancy between commercial 


loans and investments which has 
characterized banking for some time 
may be materially lessened should the 
Federal Government ever get its budget 
in balance. In calculating the relative 
percentages of investments and commer- 
cial loans, the holdings of United States 
securities figure largely in the former 
item. Of course, until the opportunity 
for making commercial loans improves, 
the banks must find employment for 
their funds even though the demands 
of the Government shall diminish. The 
low yield on United States issues makes 
it desirable at present to seek out in- 
vestments producing a higher return 
combined with safety. There are nu- 
merous principles and maxims govern- 
ing the investment policies of the banks, 
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and while the soundness of these prin- 
ciples may be admitted, they are not in 
all cases applicable to all banks alike. 
In a pamphlet published by Lazard 
Freres & Company, entitled “Bank 
Bond Buying,” one rule is stated, and 
it would appear to be of almost uni- 
versal application. It refers to di- 
versity as relates to quality, and is em- 
bodied in these two paragraphs ex- 
tracted from the pamphlet mentioned: 

“Many banks, as well as individuals, 
have found to their sorrow that diversi- 
fying from a quality standpoint, namely, 
averaging the high with the low, does 
not produce the golden mean but only 
a mathematically accurate result which, 
translated into investment parlance, 
equals mediocre security. 

“Because of the risk attached to the 
purchase of speculative and medium 
grade securities, we strongly feel that 
there is no substitute for quality in bank 
investments and that diversification 
with respect to quality is an inadmis- 
sible concept.” 

As business increases the demand for 
commercial loans is bound to grow, 
though relative to investments such 
loans will probably not soon reach 
their former place. For this reason the 
handling of a bank’s investments be- 
comes all the time a matter of increas- 
ing importance. 
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QNE way to get the Government out 

of the lending business in competi- 
tion with the banks, or at least to di- 
minish such activity, was suggested in 
a recent address by J. Herbert Case, 
formerly of the Federal Reserve Bank 


of New York. Speaking before the 
New Jersey Savings Banks Association 
at Newark on November 12, Mr: Case 
said: 

“It is my considered opinion that the 
time has come—in fact is overdue— 
when the Government should withdraw 
from the lending field, should arrange 
to dispose of a large part of its current 
assets to the banks, and use the pro- 
ceeds to retire a like amount of Gov- 
ernment debt. Let us suppose that sev- 
eral hillions of such assets were to be 
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disposed of this fashion. The net re- 
sult would be a decrease in the extraor- 
dinarily large holdings of Government 
bonds now shown on the balance-sheets 
of our banks, while miscellaneous assets 
would show a corresponding increase. 
Such a procedure would not only make 
for greater investment stability and in- 
vestment diversification on the part of 
the banks, but the resultant reduction 
in the public debt would materially 
strengthen the credit position of the 
Government. In this every citizen has 
a stake.” 

While the banks were in a more or 
less uncertain situation in relation to 
the demands tnat might be made upon 
them by their depositors, and while 
their funds were none too plethoric, 
they could not very well afford to 
make loans of the kind the Govern- 
ment was making, and even yet they 
cannot, on the score of safety and 
liquidity, absorb all such loans, they 
could, in the light of improved condi- 
tions, take over, as Mr. Case suggests, a 
substantial portion of the sound assets 
now held by the Treasury. Such action 
would not only be a relief to the Gov- 
ernment, but would substantially add 
to the earnings of the banks. 

But perhaps of greater importance 
than the adoption of this suggestion 
would be a clearer recognition on the 
part of the banks that they are now in 
a position to serve most borrowers 
more satisfactorily than can be done by 
the Government. The early resumption 
of full lending operations by the banks 
may be expected as the result of im- 
proved conditions. 
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HAT the outlook for “commercial 

banking” is none too promising may 
be inferred from the report of the Eco- 
nomic Policy Commission of the Amer- 
ican Bankers Association presented at 
the recent San Francisco convention. 
It was noted in this report that while 
industrial production had _ increased 
until it has reached a point about equal 
to that of the early part of 1928, and 
demand deposits are at the highest 
levels ever reached, the volume of com- 
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mercial banking has so far declined 
that it constitutes but a small fraction 
of what it was just before the depres- 
sion—that its recovery has not been 
nearly equal to that taking place in 
business. 

Accompanying this report was a 
table showing the percentage of dis- 
tribution of earning assets of all com- 
mercial banks, which shows: 


Capital Commercial 
Year Investments Loans Loans 


1900 22 29 49 
1905 24 30 46 
1910 23 36 4l 
1915 23 37 40 
1920 23 26 51 
1925 28 21 51 
1930 28 35 37 
1935 56 23 21 
1936 60 21 19 


Commenting on the fact that since 
the beginning of the century and up 
to the time of the commencement of 
the depression there was a rather steady 


tendency for the banks to have one-half 
their earning assets in commercial loans 
and the other half about equally di- 
vided between investments and capital 
loans, the report points out that at 
present the investments of the com- 
mercial banks instead of consisting of 
about one-quarter of their earning as- 
sets are 60 per cent. Commercial loans 
are only about one-third as much as 
they were in 1928, and have not as yet 
increased much as business has im- 
proved. 

Although the report states that com- 
mercial loans will increase as business 
makes further gains, the increase al- 
ready made does not justify the con- 
clusion that they will regain their for- 
mer relative importance. 

One obvious reason for the falling 
off in commercial loans is found in the 
fact that in past years many corpora- 
tions had built up large surplus funds 
which relieved them from the neces- 
sity of borrowing. As to this, it may 
be said that a recent law compelling 
the disbursement of these surplus funds 
to shareholders may change this situa- 
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tion. Of course, the large holdings of 
Government bonds explains to a con- 
siderable extent the enormous _invest- 
ment holdings of the banks, and this 
cannot be expected to change much in 
the near future. 

While looking forward to a time 
when commercial loans will rise above 
their present low level, the report con- 
cludes that for a long time to come the 
proportion of the earning assets of the 
commercial banks normally invested in 
securities rather than in loans will be 
much higher than before the depres- 
sion. In view of this fact these banks, 
it is pointed out, should devote more 
attention than heretofore to the prob- 
lems of the wise and prudent handling 
of their investment accounts. 

All of which goes to show that in a 
changing world the banks have not es- 
caped from the vicissitudes common to 
mankind in general. 
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NDUSTRY depends upon scientific 

research for its advancement, and 
in a bank cost analysis bears much the 
same relation to the institution’s profit- 
able operation. The value of such 
analysis was thus referred to in an ad- 
dress by P. D. Houston, chairman of 
the board of the American National 
Bank, Nashville, Tenn. Speaking at 
the San Francisco convention of the 
American Bankers Association, Mr. 
Houston said: 


“In my opinion, the greatest progress 
made by banks in their endeavor to 
improve earnings has been in the field 
of cost analysis. Most of us know well 
enough how to price a product if we 
have the cost figures, but we have not 
known very long just what it has cost 
a bank to provide that service which is 
so indispensable to our present system 
of trade and commerce. We had per- 
mitted ourselves to agree with the cus- 
tomer who accepted a valuable service 
without cost and as a matter of course. 
and not knowing ourselves just the cost 
involved, the customer could not be ex- 
pected to know. To our surprise we 
have learned rather recently that the 
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cost of much of the business that passed 
through our banks was being borne by 
the business of profitable customers— 
or perhaps in the final analysis it was 
being borne by our stockholders. It 
is most important that we know our 
costs of operations in every department 
of our bank. It is more important to- 
day than ever before. And when our 
costs have been determined, every de- 
partment should be placed on a profit- 
able basis, either by reduction of our 
costs or by establishing proper rates 
for the services which are provided. 
There seems to be no reason why any 
department of a bank should be op- 
erated at the expense of some other de- 
partment. While great progress has 
been made in the matter of cost analy- 
sis, yet a large percentage of the banks 
of this country have not yet become in- 
formed as to their own costs, and these 
banks in all probability are the ones 
to be most greatly benefited by such 
study and analysis of their own opera- 
tions.” 


A bank operating without the in- 
formation which proper cost analysis 
affords is much like a surgeon who 
would operate on the human _ body 
without first having acquired a knowl- 
edge of anatomy. 
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BANK statistics that are interesting 

and valuable are contained in a 
census report published last month by 
the Bureau of the Census, U. S. Depart- 


ment of Commerce. The report cov- 
ered 19,581 banks, or 99.9 per cent. 
of all those existing in the country on 
December 31, 1935. 

The 19,581 banks included in the re- 
port employed a total of 266,458 per- 
sons during 1935, of which 58,482 
were executives and 207,976 other em- 
ployes. The total payroll of these 
banks for 1935 was $487,694,572, of 
which $197,316,221 was paid to execu- 
tives and $290,378,351 to other em- 
ployes. Four thousand, two hundred 
and twenty-two, or 21.6 per cent., of 
the total number included in the re- 
port, were branch banks. 
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Of the 19,581 banks reporting 11,- 
574, or 59.1 per cent., were state 
banks, and 6725, or 34.4 per cent. na- 
tional banks. 

As of December 31, 1935, there were 
17,307, or 88.4 per cent. of all banks 
in the United States, whose deposits 
were insured with the Federal Deposit 
Insurance Corporation up to $5000 per 
depositor. There were 8681 banks, or 
44.3 per cent. of all banks, members 
of the Federal Reserve System. 
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A REAL RENOVATION OF 
BANKING 


IT seems to us that what is called for 
is a sweeping reform and moderniza- 
tion of the nation’s banking structure, 
and that the proper approach to such 
a plan would be, not through the banks, 
but through a disinterested commission 
of experts, such as the British Mac- 
Millan committee. The country has 
been patching up the banking system 
now for more than twenty years. It is 
lime for a real renovation under non- 
political and non-partisan auspices.— 


N. Y. Herald-Tribune. 


EVENTUAL RETURN TO GOLD 


I po not see any reason to alter the 
view which I have expressed before 
that in the end we shall probably come 
back to an _ international monetary 
standard on the only basis which ap- 
pears to give general confidence. 

Of course, it would be necessary be- 
fore we did that to provide security 
against those violent fluctuations in the 
value of gold as expressed in terms of 
commodities which have occasioned so 
much disturbance in recent years. 

If we can do that —and that is a mat- 
ter for further international co-opera- 
tion—then I do not see myself any 
insuperable difficulties in the way of 
our ultimately arriving again at a cur- 
rency system based on the free ex- 
change of gold.—Rt. Hon. Neville 
Chamberlain, M. P., British Chancellor 
of the Exchequer. 
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The Trend of the Rate of Interest 


By ALBERT E. MULLER 


T is a sad commentary upon the state 
of the nation’s economy, that cor- 
poration executives are at a loss to 

determine safe income-producing in- 
vestments for free cash funds. And I 
dare say the same holds true of bank 
officials seeking profitable outlets for 
depositors’ funds, and of private in- 
vestors desiring to place their savings 
to advantage. 

To illustrate: I was talking the other 
day to the treasurer of one of America’s 
very great industries, one engaged in 
the production of a prime necessity, 
and, after somehow getting to the sub- 
ject of investments, he said to me that 
he was deeply concerned over the dis- 
position of his company’s portfolio of 
securities; he was uncertain whether to 
hold them or to take cash profits; if he 
took these, what should he put the funds 
into? And, after making the switch, 
he would have certain book profits; 
but, would they remain profits, and for 
how long? Then we passed on to other 
things. 

I am now of the opinion, after care- 
ful thought, that he should sacrifice 
yield to safety of principal. 


Increase in Deposits 


Two factors emerge as challenges to 
the mass of economic discussion, both 
intimately related to the question of 
capital investments. 

The one is the astounding increase 
in bank deposits which normally are a 
faithful index at least to the trend of 
accumulation of new capital seeking in- 
vestment. 

The other is the present unprecedent- 
edly low rate of interest. 

The financial community’s concern 
with the rate of interest arises from the 
fact that it reacts with great sensitive- 
ness to the accumulation of new sav- 
ings, falling as these increase and 
rising as new demands are made upon 
accumulated capital. Under normal 


conditions there is probably no truer 
barometer of a nation’s productivity 
than the rate of interest. 

So that the spectacle afforded of late 
years of a falling interest rate, in the 
face of the Government’s ever-increasing 
demands upon wealth, has become the 
mystery of the financial age. On the 
other hand, the great increase in bank 
deposits has been referred to as syn- 
onymous with the creation of corre- 
sponding values in new wealth, and 
many believe that this plethora of new 
capital, anxiously seeking investment, 
bears down heavily upon interest rates, 
and upon the yield of securities. 

But these explanations, plausible as 
they may appear, are nevertheless in 
error. 

The increase in bank deposits does 
not at this time indicate new accumula- 
tions of wealth, and the decline in the 
rate of interest is due to other causes 
than to a supply of new capital in ex- 
cess of the nation’s needs. 

Briefly, the increase in bank deposits 
is due to the dumping of the Govern- 
ment’s deficit into the banks. The at- 
tending low rate of interest is partly 
attributable to the preémption of the 
capital markets to government financ- 
ing, to competition among the banks 
for government paper, and partly to 
the fact that capital seeking safe in- 
vestment is relatively in excess of the 
opportunities afforded in new issues, 
There is a lack of new enterprise, a 
falling off of productive effort. 


Government Debt As Bank Assets 


There is no need at this time and 
place to further analyze the processes 
by which government bonds and Treas- 
ury notes become bank “assets.” The 
interested reader can find a most 
capable explanation in H. Parker Wil- 
lis’ article in the American Mercury, 
entitled “America Faces Bankruptcy.” 


The upshot of Mr. Willis’ excellent 
499 
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study is that bank deposits have been 
diluted to the extent of the Govern- 
ment’s deficit; that no additional wealth 
has been created by the increase of de- 
posits which is merely the result of 
printing vast quantities of crisp gov- 
ernment bonds and writing their 
“values” in figures into bank ledgers. 

The writer had reached a somewhat 
related conclusion in an article pub- 
lished in Credit Executive for January, 
1935, when I wrote: 

“This vast credit inflation—for that 
is what it has been dubbed in the finan- 
cial vernacular—is really nothing in 
the main but waste of wage-fund. The 
banks’ investments in Government 
I. 0. U.’s—the method chosen to make 
available the people’s savings—are in- 
vestments only if the wage-fund can be 
replaced at a later date. The outcome 
of this speculation will become the more 
hopeless as the process of waste is ex- 
tended. It is a vast misuse of credit.” 


And, in the issue of February, 1936, 
using the expression “Working-Capital” 
instead of its more old-fashioned equiva- 


lent “Wage-Fund,” I wrote: 


“What America has to worry about 
today, after only three years of the pres- 
ent dominant economic philosophy . . . 
is the fact that the national working 
capital has been reduced by a far 
greater amount than the budgetary defi- 
cits of the Federal Government.” 


Of course, an important portion of 
the nation’s working capital or wage- 
fund is constituted by bank deposits, 
and to speak of appropriation of the 
resources of the banks, as Mr. Willis 
does with entire justice, is merely an- 
other way of designating the taking of 
a portion of the nation’s working capi- 
tal for the uses of the Government, 
whatever they may be. 

The thing that stands out, whether 
one agrees or does not agree with the 
estimates of loss which I, somewhat 
boldly perhaps, made at that time, is 
that a transformation has been effected 
of liquid working capital into fixed 
capital, partly as the result of Govern- 
ment projects of many kinds. America’s 
total capital—on the one hand mer- 
chandise, crops, live-stock, ete.—con- 
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stituting the liquid portion, plus, on 
the other hand, plant, buildings, equip- 
ment, etc., constituting the fixed por- 
tion, that total may be—although | 
doubt it—the same as it was in 1932; 
but—and this is the point—the liquid 
portion is much smaller than it then 
was. 

One does not, one cannot, spend bil- 
lions for public works without suffering 
a reduction of one’s quick assets and 
piling up debt. In the language of the 
accountant, the result inevitably is a 
reduction of working capital. Uncle 
Sam’s working capital has been dras- 
tically reduced. 


The Rate of Interest 


Let us now pass to consideration of 
the rate of interest. 

I do not want to enter into an ab- 
stract discussion of the causes of the 
rise and of the fall of the interest rate. 

But there are one or two principles 
that one may well remember in times 
like these: 

If working capital increases as a re- 
sult, for example, of substantial savings 
during a period of normal productivity, 
the rate of interest drops. 

If the supply of working capital is 
reduced during a period of normal 
productivity, as a result, for example, 
of an increase in the consumption of 
luxuries, or of unproductive expendi- 
ture of any kind, the rate of interest 
rises. 

If production increases and the sup- 
ply of working capital remains constant, 
the rate of interest rises, because, on 
the one hand more is produced, on the 
other there is a greater demand for 
capital. 

If production drops, working capital 
remaining unchanged, the rate of in- 
terest drops, because, on the one hand 
less is produced, and on the other the 
demand for new capital is reduced. 

The rate of interest thus may be de- 
scribed as a function of two variable co- 
efficients, viz., of the productivity of 
labor and of the supply of capital. In- 
terest, in effect, is the increment of 
capital in the form of excess product. 

Perhaps this is a little bit involved. 
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so let‘s put down what we have in a 
table, using the following signs: 


The sign to denote normal, equal, 
constant, unchanged. 

The sign + to denote increase, rise. 

The sign — to denote decrease, drop, 
reduction. 


Now we can put down our behavior 
of the interest rate as follows: 
Supply 
of 
working 
capital 


Produc- 
tivity 
of 
labor 


What the 
interest rate 
does 


So now, you see, it is very simple. 
Where production is the constant (=), 
the rate of interest drops with an in- 
crease of capital and vice-versa; and 
where capital is the constant, the rate 
of interest rises with production and 
falls when production falls. 

Now then, what have we had since 
1932? 

Well, on the one hand, as stated, we 
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have a tremendous actual reduction of 
working capital. 

On the other hand, we have, also 
without a doubt, a very great, but so 
far largely potential increase in 
productivity. Who has not heard of the 
classic example of the rayon mill that 
is entirely mechanized, where two or 
three operatives push a few buttons and 
pull a few levers and watch the self- 
acting looms perform miracles of weav- 
ing? Who has not heard of the latest 
wonders in the development of the un- 
canny marvels of our machine-age, be 
it in the field of transportation, agri- 
culture, industrial processing or en- 
gineering of every kind? There is no 
doubt at all about the fact that the 
potential productivity of human labor 
has made gigantic strides, in the last 
few years especially. NRA gave these 
processes a great impulse. It became 
a challenge to producers in every field 
to offset the added wage costs of the 
codes by economies of mechanical op- 
eration, in other words by increasing 
the productivity of labor! 
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So we have a tremendous reduction 
of working capital, coupled with an 
astounding, but as yet largely potential 
increase of our productivity. 

Using our little table of signs, let’s 
put it down and see what happens to 
the interest rate, assuming that the in- 
crease in productivity is real, instead 
of only potential. This is how it looks: 


Supply of Productivity What the 


working of interest rate 
capital labor does 


oe —_ . 
= ~ a 


On these premises, the interest rate 
has advanced on both counts. 

But, I hear the reader say, interest 
rates, as everyone knows, far from ad- 
vancing, have steadily fallen. How does 
that happen? 

I have been forced to the conclusion 
that while the reduction of working 
capital tends to force up the rate of 
interest, the other factor, the increase 
in the productivity of labor, has as yet 
been realized only to a very small de- 
gree. Viewed as a whole, one cannot 
speak of a greater productivity of labor, 
so long as, pari passu to the technologi- 
cal advances referred to, there are 
conversions of liquid to fixed capital 
of essentially unproductive types. Flor- 
ida ship canals, Passamoquoddy tidal 
control projects, FHA residential loans, 
the embellishment of the country-side, 
the rescue of weak banks and business 
enterprises from extinction, the major 
portion of the entire recovery and relief 
programs, in short “boondoggling” of 
all types and varieties, to mention only 
the more glaring examples of waste, 
cannot be classed as productive uses of 
labor. So that, taking the national ef- 
fort as a whole, and notwithstanding 
the doubtless great strides of private en- 
terprise toward greater productivity, 
the balance is definitely on the side of 
the unproductive, of reduced produc- 
tivity. This tends to throw us back into 
class 4 supra, where the influence of a 
decrease in productivity was to press 
down on the interest rate. 

Add to that the fact that interest rates 
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have been manipulated to create favor- 
able prices for Government issues, and 
you have a situation that is decidedly 
bearish on the rates for all types of 
securities, and bullish in the extreme to 
the prices that fixed income paper will 
command. 


Thus, all things considered, the un- 
productivity of labor is today more 
than an offset to the reduction of the 
nation’s working capital in their respec- 
tive opposite effects on the movement 
of the rate of interest. But as soon as 
the normally intensely productive forces 
of the nation are once again permitted 
freely to exert themselves, we can surely 
expect that shortage of working capital 
on the one hand, and the demands upon 
capital for increased production on the 
other will combine to boost the rate of 
interest to possibly unheard-of heights. 
Before then, perhaps, a business crisis, 
which in itself is a sign of approaching 
cure, may distribute among the owners 
of the nation’s wealth the losses that 
have been incurred but that presently 
remain concealed. 


It is for these reasons that I think 
that the part of wisdom today is to sac- 
rifice yield to safety of principal. 
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RETURN OF THE GOLD STANDARD 


THERE can be no gold standard, in any 
real sense of the term as now under- 
stood, without fixity of the value of 
gold in terms of each adherent cur- 
rency, and freedom of movement of 
gold, privately initiated, from one 
country’s stock to another’s. The 
French Government, by abandoning a 
position inherently untenable, may 
have removed one obstacle to the re- 
establishment of an international gold 
standard; but it is equally true that 
France has abandoned for the time be- 
ing at least her own adhesion to gold. 
And if the final results of that step are 
to be a general return to gold, it is 
certain that a long and tortuous jour- 
ney to that end still lies ahead.—Mid- 
land Bank Monthly Review. 





Low Cost FHA Houses 


Mortgages Based on Low-Cost Houses 
Make an Ideal Bank Investment « « 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala. 


SMALL house built of lasting ma- 
terial in a reasonably stabilized 
section is the ideal investment 

under Title II of the National Housing 
Act. 

The demand for low-cost houses is 
clearly illustrated by an analysis of 
1929 incomes made by the Brookings 
Institute. The result of this investiga- 
tion revealed that “70 per cent. of our 
people receive incomes of from $500 
to $2000.” Also we learn from “In- 
sured Mortgage Portfolio” for Septem- 
ber, 1936, that “according to the 1930 
Census Report, 68 per cent. of non- 
farm tenant families pay rents of from 
$10 to $50 per month. Even persons 
in the topmost bracket of these income 
and rental ranges cannot afford houses 
which, including the land, cost more 
than $4000. Still those persons repre- 
sent the mass market for homes.” 

From the above information we may 
reasonably assume that 70 per cent. 
of prospective home builders are de- 
manding small houses costing under 
$3000. 

Further statistics available revealed 
that tenants in one large city earning, 
$2000 annually expend an average of 
about $400 for rent, those earning $4000 
however, do not pay twice as much rent 
as the $2000 class. In the $4000 class 
the average annual rent paid is re- 
ported to be $600 or about 15 per cent. 
of their incomes. The author believes 
that the lowest cost for rent of small 
houses designed for families within the 
low income brackets will not be below 
$300 annually, or $25 monthly. As- 
suming that a small house could be 
rented for $25 monthly let us consider 
the investment possibilities for the lend- 
ing institution under the FHA plan. 


A family renting a small house for 
$25 per month could perhaps own the 
same house, or one of equal value for 
an amount equal to the rent. How can 
this be done? If a person has a lot, 
or cash, equivalent to one-fifth of the 
cost of a house it is possible under the 
FHA plan to build a home and retire 
the debt over a period of 20 years at 


This is the tenth of a series of articles 
on mortgage loans made by banks under 
Title II of the National Housing Act. 


the cost equal to the rental value of 
the house. For example, a $2500 house 
could be built in most cities of the 
United States by a person who owned a 
lot valued at $500 and the mortgage 
would be paid off in 20 years by a 
monthly payment of approximately $25 
per month or the cost of renting the 
same house. 

A lending institution accepting an 
FHA mortgage on such a house would 
feel secure in making the loan since 
the payment would not be a burden on 
the borrower as his expenditure for 
buying the home would not be more 
than he had been paying for rent. When 
the prospective home builder realizes 
that he can own a $2500 house, pay 
taxes, rent, insurance, interest and a 
portion of the principal each month for 
a total cost of $25 per month he will 
make every effort to protect himself 
against loss of the property in which 
he already owns an equity of $500 when 
the mortgage is executed. 

Suppose the lending institution is 
forced to foreclose the property, it will 
not be willing to accept 3 per cent. 
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debentures when the house can be easily 
rented for the amount of the monthly 
payment. There is a growing demand 
for small houses in all parts of the 
country and a house built under the 
supervision of FHA architects should 
represent substantial security and re- 
sale value to the great mass market 
which represents 70 per cent. of the 
people in the United States. 

The FHA seeks to encourage a greater 
production of small houses as they 
represent widespread mortgage security 
and better housing conditions for thou- 
sands of families not properly housed. 
If we examine the basic principles and 
construction standards required for 
building small houses under the FHA 
plan we cannot fail to realize that our 
mortgages should represent more than 
like security on similar properties not 
having the same supervision and high 
standards of materials. 


Construction 


The FHA has found that from 10 to 
20 per cent. of materials delivered to 
a building site are wasted. Wasted 
materials mean wasted time in deliver- 
ing materials, wasted cost in labor and 
extra cost to the builder. In building 
small houses savings are made in the 
use of mill items, such as doors, window 
sash, frames, moldings and cabinets. 

The following information is fur- 
nished by the FHA in their technical 
bulletin “Principles of Planning Small 
Houses” which was revised on May 1, 
1936, and is digested below to illustrate 
the requirements for small house con- 
struction. 

The placing of walls and partitions 
must be kept direct and simple. In 
order to save material the general plan 
should be kept rectangular, as nearly 
a square as practicable. Interior par- 
titions should be straight, avoiding 
breaks and angles, and placed over 
bearing members to eliminate addi- 
tional supports. 


FOUNDATIONS. On a good founda- 
tion mainly depends the stability of the 


structure. The house must rest on a 
firm bearing and in no case should it 
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start on filled ground. Where piers or 
walls are used they should start below 
frost line and if the bearing quality of 
the earth is not of the best, footings 
should be laid first. This is particu- 
larly true with respect to piers as the 
entire weight of the structure will be 
concentrated on these separated points. 


Three types of foundations possible 
for these houses: (1) A reinforced brick 
or concrete slab, (2) piers, and (3) 
foundation walls. The choice of the 
type to be used will depend upon cli- 
matic conditions, ground drainage, and 
local costs. In the extreme North piers 
would be impractical, as such construc- 
tion offers little protection against the 
winter cold. However, in many parts 
of the South, piers are customary. For 
a hillside lot a slab could be laid with- 
out excessive expense, yet on level 
ground in equable climates a slab laid 
on the ground is the most economical 
form and serves the purpose admirably. 
Where the ground is not properly 
drained, and heavy frosts occur, the 
advisability of the use of a slab would 
be doubtful, but where drainage is 
good, even in cold climates the slab can 
be properly used at some saving in 
cost. When a slab is used it should be 
4 or 5 inches thick, waterproofed either 
by laying under the slab tough water- 
proof paper mopped with pitch, or by 
casting the slab in two layers with simi- 
lar waterproofing between. 


Where heavy frosts must be provided 
against, a bed of 8 inches or more of 
broken stone or coarse gravel should 
be laid first as a drainage cushion be- 
neath the slab extending beyond it on 
all sides at least 12 inches. Where no 
frost need be expected, this bed is un- 
necessary. The use of rough mesh in 
the slab will obviate the possibility of 
cracking, although with soil of good 
bearing this is not essential. In the 
larger houses it would be advisable to 
cast the slab in two or more sections 
with the joints occurring under the par- 
titions. These joints should be filled 
with hot pitch. 


In most localities the slab will be the 
cheapest form of foundation. Piers may 
be built of brick, concrete, or concrete 
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or cinder blocks. They should extend 
above grade sufficiently to allow at least 
20 inches as crawling space between 
the bottom of the first floor joists and 
the grade. It is desirable to enclose 
the space between the piers if the cost 
will permit. The earth should be 
scooped out beneath the structure, as it 
will form a basin in which water may 
collect, to the posible detriment to 
health. 


The same materials may be used for 
foundation walls as for piers. Where 
walls are used without a cellar, the 
same provision for clearance should be 
made as described for piers, although 
with walls it is permissible to lower the 
grade under the house. In such walls 
screened vents should be provided equal 
in clear area to about 3 per cent. of 
the ground coverage of the house, and 
should be placed at intervals in the 
walls sufficient to take care of the en- 
tire area. This provision is particularly 
important in moist climates as neglect 
of this ventilation is apt to cause dry 
rot in the floor joists and other wooden 
members. Where cellars are built, 
walls will be the same, except that win- 
dows will be provided instead of vents. 


CHIMNEYS. In building chimneys 
there are two considerations to be borne 


in mind: Will they provide a draft for 


the fires they serve? Are they so built 
as not to be a fire hazard? To insure 
the proper functioning of the chimney 
as a vent, each fire must have its own 
adequate flue and the cross section area 
of each flue must be adequate for the 
fire it serves. In addition the top of 
the chimney must be at least two feet 
ene than the highest ridge of the 
1ouse, 


Flues should be as straight as pos- 
sible and where bends occur they 
should be gradual. 

To make the chimney fire safe each 
flue should be lined with regulation tile 
flue lining with all joints completely 
filled. There should be at least 4 inches 
of brickwork or concrete around the 
flues. No woodwork should be placed 
nearer than 2 inches to any chimney, 
and all spaces between the wood frame 
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and the masonry, where a chimney 
passes through a floor, should be filled 
with non-inflammable material as a fire 
stop. 

Chimneys should start on a solid 
foundation with adequate footings. At 
the top there should be a cap of cast 
concrete, stone or other masonry ma- 
terial at least 3 inches thick with the 
top beveled to shed water, and the flue 
linings should extend above it at least 
2 inches. Caps of brick or other small 
units are not recommended. 


WALL CONSTRUCTION. With the 
use of wood frame for wall construc- 
tion, attention should be paid to ade- 
quate bracing of the frame at all cor- 
ners; doubling of studs at all openings; 
fire-stopping at all floors or ceilings; 
corner posts so constructed as to pro- 
vide good nailing for interior finish in 
both directions; trussing over wide 
openings in bearing walls, and adequate 
nailing of all members to each other 
to provide a rigid whole. For two- 
story houses the balloon type of fram- 
ing may generally be found preferable 
while the platform type is used for one- 
story structures. 

If the exterior covering is to be of 
wood, sheathing should be used. This 
may be either of wood or of a water- 
resisting, rigid insulation board. The 
sheathing should be covered with a good 
quality paper, preferably waterproof, 

Either wood siding or shingles may 
be used as an outside covering. With 
wood siding, corner boards should be 
erected to avoid the expense of miter- 
ing and the vulnerability to rot of 
butted corners. If stucco is the exterior 
finish it should be placed on heavy. 
expanded galvanized-metal lath or 
heavy galvanized wire mesh. With 
stucco the sheathing may be omitted in 
mild climates for economy, but in such 
case special attention should be paid 
to the bracing of the frame. 

Where brick or tile or concrete units 
are used for walls, they should be at 
least 8 inches in thickness. In general 
the inside of these walls should be 
furred, but in warm, even climates 
furring may be omitted. In that case 
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paint or plaster or other finish would 
then be applied directly on water- 
proofed masonry or concrete. If the 
furring is omitted in climates where 
great changes of temperature occur, the 
walls may sweat from condensation. 

If hollow tile is used it should be 
as a backing for brick or as a base for 
stucco. 


FLOORS. Where a cellar is built its 
floors should be of concrete 3 or 4 
inches thick starting on top of the wail 
footings. 

For greatest economy slabs will be 
finished to a smooth surface under a 
steel trowel so as to serve as the fin- 
ished first floor. While this type of 
floor has been found satisfactory under 
minimum conditions, comfort and ap- 
pearance may be improved at some ad- 
ditional expense by covering the slab 
with wood or composition tile. Where 
wood construction is used, joists should 
be adequately bridged and all headers 
and trimmers should be doubled. Joists 
under parallel partitions should be 
doubled. When the width of the dwell- 
ing is 24 feet or under, a single span 
of joists will reduce labor of installa- 
tion. 

With wood-floor construction the first 
floor should have a sub-floor, with 
heavy building paper between it and 
the finish floor. In cold climates this 
subfloor in houses without cellars should 
be of damp-proof insulation board, as 
a protection against cold. Where cellars 
are installed it may be of wood. 

A sub-floor is not essential for sec- 
ond floors in two-story houses. No 
floors are provided in the attic spaces, 
although in most cases these are large 
enough for storage purposes, and rough 
flooring over at least a portion of the 
space would be desirable and could be 
installed at slight extra cost. 


INTERIOR FINISH. Interior wall 
finishes may be of a number of types. 
Two coat sand finish plaster may be 
used on either wood, metal, insulation 
board, or Gypsum-board lath. The in- 
sulation-board lath has a higher insulat- 
ing value than the others and it is 
advisable to use it in climates where 
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insulation is beneficial, and where it is 
impossible for reasons of cost to instal] 
any other wall or ceiling insulation. 
Wallboard, sheathing, and plywood 
may be used without plaster and left 
in the natural finish, or may be painted. 


INSULATION. No insulation further 
than that provided by the sheathing, 
subfloors, and interior finish has been 
figured. However, the addition of in- 
sulation in the walls and in the ceiling 
below the attic space would make a ma- 
terial saving in fuel consumption and 
add to the comfort of the house. Its 
inclusion is recommended where cir- 
cumstances permit. 


ROOF CONSTRUCTION AND FIN- 
ISH. Roofs may be constructed pitched 
with gable end walls, hipped, or flat 
with either overhanging eaves or para- 
pet walls. 

Pitched and hip roofs should have 
no less slope than 1 to 3 unless covered 
with sheet metal and the rafters should 
be covered by standard inch boards. 
Shingle lath may be used instead of 
solid boarding for support of wood 
shingles and is in fact preferable in 
damp climates where rotting on the un- 
derside of shingles is prevented because 
of the ventilation. 

Wood shingles should be of first 
quality, edge-grain material, as_flat- 
grain shingles are shorter lived. 

Only the best quality of mineral- 
surfaced asphalt shingles should be 
used, and in territories where strong 
winds may be expected, they should be 
of a type that can be locked to prevent 
loose ends. 

There are various types of asbestos 
shingles, roofing tiles, and slate or sheet 
metal which may be used. If the budget 
will permit the additional cost, they 
may offer distinct advantages. 

At the edge of a pitched roof over 
any doorway that occurs under the 
eaves, sloping strips should be placed 
to divert the water from the door. 

It must be noted that hip roofs add 
to the cost of construction through ad- 
ditional labor for framing, waste in 
fitting rafters, and shingle coaming re- 
quired on the hips. 

Where flat roofs are used, they are 
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supported on joists which must be of 
sufficient strength to carry a snow load 
and be set clear of the ceiling construc- 
tion to provide an air space, and slope 
enough to drain off rain water. The 
rafters may extend beyond the face of 
walls with the soffit of the overhang 
closed by 14-inch ceiling boards and 
the ends covered by a fascia board. 
Some means of ventilation should be 
provided for the enclosed air space 
above the ceiling. 

If a flat roof does not have an over- 
hang, the sidewalls should be extended 
upward as parapets. The roof con- 
struction would be unchanged but it is 
unnecessary to add cant-strips and 
saddles behind the walls and make spe- 
cial provision to lead rain water through 
the parapet and away from the build- 
ing. 

Flat roofs must be covered with built- 
up asphalt or pitch roofing, with metal 
flashings carried up under the wall cop- 
ing where parapet walls are used. 

Due to the type of roofing required, 
the heavier rafters needed, and other 
considerations, the cost of a flat roof 
in houses generally exceeds the cost of 
a pitched roof. A pitched roof, more- 
over, provides storage space which may 
be useful in a house having no base- 
ment, while the greater air space when 
ventilated affords added protection to 
the rooms below against summer heat. 


SHEET METAL. Metal 
preferably of a noncorrosive type, 
should be provided over the heads of 
all window and door frames. Chimneys, 
where they pass through the roof, 
should be flashed and counterflashed 
with the same type of material. The 
counterflashing should go completely 
through the masonry and turn up 
against the flue lining. Similar flash- 
ing should be provided along the ridge 
of pitched roofs and along hips where 
they occur. 

Where a saddle or cricket occurs at 
the juncture of a sloping roof with the 
chimney, it should be covered with 
metal, flashed under the shingles and 
carried up against the chimney and 
counterfinished. Gutters and down- 
Spouts are desirable and, if used, they 


flashings, 
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should preferably be made of non- 
corrosive metal. They are not, how- 
ever, a necessity, as a ditch filled with 
gravel or broken stone for a depth of 
about eight inches may be provided un- 
der the eaves to catch the dripping from 
the roof and prevent splashing of mud 
against the lower part of walls or the 
formation of puddles. 

Where termites exist to the extent of 
endangering wood construction, metal 
shields, preferably of noncorrosive type, 
may be placed over the top of founda- 
tion walls and piers, with their edges 
bent downward. 


WINDOWS. In the case of double- 
hung wood windows, it is important 
that pulleys and cord be of good qual- 
ity and that the weights properly bal- 
ance the sash, to avoid annoyance and 
reduce cost of maintenance. As an al- 
ternate, steel sash may be readily set 
in wood frames. 

Insect screens should be provided for 
all windows and exterior doors. 


PAINTING. All exterior trim should 
be painted before erection. The out- 
side should be painted three coats of 
good oil paint following the instruc- 
tions of the manufacturer. Masonry 
should, when painted, receive two coats 
of suitable paint. The quality of the 
paint and the care with which it is ap- 
plied is very important, as the life of 
the paint depends directly upon these 
two elements. 

If shingles are used they may be left 
unfinished, dipped with a_ creosote 
stain, or painted. 

Interior woodwork may be painted or 
left natural, and oiled or waxed. If 
it is painted it should have at least three 
coats; either three coats of flat or two 
coats of flat and one coat of enamel. 
In the kitchen and bathroom and other 
service portions of the house a high 
gloss enamel is advisable, as it is easier 
to keep clean and will stand more wear. 

If plaster is used as a wall finish it 
is advisable to allow thorough drying 
before papering or painting. 

All finish floors should be sanded 
and cleaned before any finish is ap- 
plied. Except where a flat-grain floor 
is used, a filler should be the first thing 
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applied, and this can include a stain 
as well, if a dark color is desired. Dark 
floors give the room more depth and 
form a better background for rugs than 
light floors. On top of this filler one 
or two coats of good floor varnish or 
shellac may be applied and then waxed, 
or a penetrating wax may be applied 
without the use of varnish or shellac. 

Floors may be painted, but varnish 
or wax will show wear less plainly. 
Floors on porches, however, should be 
painted with good quality deck paint 
in two or three coats. 


CABINETS AND CLOSETS. Each 
house should have kitchen-cabinet space 
of stock sizes for storage of china and 
foods. 

Clothes closets should contain a hook 
strip on three sides and a wooden shelf 
set on top of the hook strip. 

Linen closets should have sufficient 
shelves to accommodate the household 
linen. Additional storage space may 
be provided in the attic which is 
reached through a scuttle. 


A popular description of the FHA 
mortgage is outlined in the following 
model speech furnished by the Speakers 
Bureau of the Federal Housing Admin- 
istration: 


Friendly Mortgages 


In an effort to counteract the depres- 
sion and in order to save the homes of 
millions of our American citizens and 
workers, the Congress of the United States 
passed the National Housing Act. 

By its terms the Government of the 
United States offered a plan of financing 
whereby facilities were made available to 
the people of the country to renovate, 
repair and modernize their homes, and at 
the same time private capital expended in 
such work could be repaid on a system 
of easy monthly payments. 

The Act also offered the opportunity 
for the building of new homes by our citi- 
zens and provided an equally simple form 
of mortgage financing. 

Another provision of the Housing Act 
relates to insurance of existing mortgages. 
It is to this phase of the Better Housing 
Program that, at this time, I wish to di- 
rect my remarks. 

I wish to speak to those home owners 
who face the necessity of renewing their 
mortgage debt; and to show them how 
they may be able to take advantage of 
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the provisions of this law so wisely adopted 
by the Congress and signed by the Presi- 
dent. 

The difficulty, which in general confronts 
the ordinary home owner today is that in 
many cases there is not only a first mort- 
gage but a second mortgage on his home. 
Both of these mortgages are usually for 
a comparatively short term and carry high 
rates of interest. 

First mortgages are usually held by 
banks, insurance companies or large finan- 
cial institutions, and carry the rate of in- 
terest common in ‘that community and 
often no provision for regular payments on 
the principal. 

In the case of second mortgages, they 
not only carry the highest rate of in- 
terest permissible but in nine cases out 
of ten, provide for either quarterly or 
semi-annual payments on the principal. 
Usually some bonus or commission attends 
this secondary financing. 

In addition to these mortgage obliga- 
tions taxes must be met and fire and 
hazard insurance must be paid so as to 
protect both the mortgagor and the mort- 
gagee. As a result, a home owner is under 
a continuous pressure, worrying how to 
meet these heavy obligations which must 
be paid on a certain day. 

If his property is located in the city, 
he may have the additional burden of spe- 
cial assessments, and if by the ‘hardest 
kind of work and the greatest degree of 
self-denial, he jis able to meet the pay- 
ments of interest, taxes and insurance, at 
the end of the year he may be in exactly 
the same position, relative to his property, 
as he was in the beginning. ‘He has to 
start all over, for another year, to do the 
same thing with the same result and in 
most cases has nothing left to apply on 
the principal. 

Under the National Housing Act the 
Government of the United States does not 
loan, to property owners direct, the money 
needed to take up their old mortgages. 
However, it provides for insurance of 
mortgages if its regulations are complied 
with. 

The Mutual Mortgage Insurance plan 
of the Federal Housing Administration is 
to refinance the debt against the home, 
so that there will be only one mortgage 
—no seconds or thirds—only a first; and 
the procedure for that refinancing is a 
very simple one. 

Provided he can qualify under the rules 
and regulations laid down by the Federal 
Housing Administration, any citizen who 
owns a 1, 2, 3 or 4 family dwelling is 
eligible to have mortgages refinanced un- 
der this plan. The mortgage will be car- 
ried by a bank, trust company or other 
lending institution co-operating with the 
Federal Housing Administration; will run 
for a certain term which may not exceed 
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20 years; will carry a fixed rate of interest 
and charges; and its payments must be 
or a monthly basis. 

This monthly payment will cover all the 
carrying charges of the property, such as 
interest, taxes, insurance and payment on 
the principal of the mortgage. 

You will readily see that with such a 
mortgage a different condition exists than 
under the old mortgage system. Under 
the terms of this insured mortgage, every 
year the principal debt becomes smaller; 
and as principal decreases, the interest 
charge decreases; and the portion of the 
payment applied on the principal each 
year becomes larger; and by the time the 
mortgage is due it has been paid in full 
by the monthly payments. 

What kind of a mortgage is insurable? 
Under the Mutual Mortgage Insurance 
Plan the mortgage may in no case exceed 
$16,000, nor 80 per cent. of the appraised 
value of the property. This appraisal is 
not made alone by the bank which loans 
the money; nor by the local city assessor 
but with the concurrence of the Federal 
Housing Administration itself. It is, there- 
fore, obvious that the United States Gov- 
ernment intends, under this Act, to aid 
and assist the home owner; and has gone 
a long ‘way in its liberality when it places 
80 per cent. of its own appraised valua- 
tion of the property as the extent to which 
it will allow its insurance to apply. This 
procedure brings into existence a standard 
national plan of appraisal. 


We are making a special appeal to the 
owners of small and medium priced homes 
of this country to take advantage of the 
provisions of this Act; and to so arrange 
their indebtedness, that they will no longer 
be harassed and worried by the first mort- 
gage interest days—second mortgage pay- 
ment days—city tax dates—county tax 
limits—and fire insurance dead lines. 

Under the new plan when once a month 
a certain payment is made, which is ar- 
ranged by the terms of the mortgage and 
completely and wholly within the ability 
of the mortgagor to meet, it will meet 
all of these obligations; pay them all up 
in full and reduce the indebtedness regu- 
larly. The relief to millions that this 
plan gives means a happier and more con- 
tented people, freed from the nightmare 
of the past six years in so far as mort- 
gages are concerned. 

Under the National Housing Act the 
President was authorized to create a Fed- 
eral Housing Administration, by the ap- 
pointment of a Federal Housing Admin- 
istrator. The Administrator has set up 
regional, state and district units through- 
out the country. In this community there 
is one of these units. To this unit or to 
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a co-operative financial agency application 
should be made for refinancing under this 
Act. They are equipped with the neces- 
sary information to aid and assist in at- 
taining the desired relief. 

This is a nation-wide problem and many 
thousands of home owners and millions of 
dollars are involved in bringing this gigan- 
tic refinancing program to a_ successful 
conclusion. 


® 


WHAT IS A CAPITALIST? 


Usinec a term again and again should 
make its meaning clearer. But the con- 
trary is often the case. 

Consider the term “capitalist.” 

Even though it appears every day in 
the columns of the press and is dis- 
cussed in thoughtful magazines; even 
though it recurs in the conversation of 
the average man frequently; still there 
is general confusion as to just what a 
capitalist is. 

In one man’s mind the term may 
connote vast wealth, the ownership and 
control of factories and railroads and 
mines, which produce in their turn 
more wealth. 

But it is a fact that the farmer is as 
definitely a capitalist as the industrial- 
ist. 

So is the owner of a small grocery 
store, or a garage, or a filling station. 

So, for that matter, is the owner of a 
life insurance policy or of a savings 
account. 

All too often the man who is himself 
a capitalist fails to recognize the fact. 
Capitalist to him means some remote 
and affluent personage beyond the circle 
of his acquaintance—N. W. Ayer & 
Son, Inc. 


PRESENT SITUATION TEMPORARY 


IF you care to have a guess from me it 
is that in my opinion interest rates will 
remain low for the next two or three 
years, but then begin to rise slowly, 
that we shall again have a demand for 
short-term banking credit, and that the 
present situation is not a permanent 


condition.—Walier Lichenstein, vice- 
president, First National Bank, Chicago. 





Invest in Improved 


.. . PUBLIC RELATIONS 


No matter whether your bank is new or old, large or small, its 
success in the last analysis depends upon the good will and friend- 


liness of the people of your community. . 


. . Here is a book 


which covers in detail the art of “‘public relations’’°—the technique 
of presenting your bank and its services in a favorable light. 


The author of this 
book spent three years 
reviewing everything 
that has ever been 
written on the subject 
of bank advertising, 
selling or merchandis- 
ing methods. 


This book is not only 
a condensation of his 
own views and expe- 
rience in this field but 
it also reflects the best 
thought of many other 
practical authorities. 


MERCHANDISING 


for Banks, Trust Companies and 
Investment Houses 


By L. D. MEREDITH 


HIS book discusses not just bank adver- 

tising, or selling banking services, but 
the whole “merchandising process.” The 
author believes that bank services may be 
**marketed” on just as scientific a basis as 
manufactured products and that bankers 
should take just as much pains to analyze 
every step in the process which includes the 
four elements of merchandising, namely, 
market analysis, advertising, selling and 
publicity. 

Financial institutions offer a wide variety 
of services and these services interest the 
consumer for a wide variety of reasons 
demanding many different kinds of ‘‘ap- 
peals."” Between the producer, the bank or 
investment house, and the consumer there 
exists a wide gap which must be bridged. 
This means devoting careful and intelligent 
attention to the tastes of the consumers and 
to the methods by which the message of 
the offering institution may be conveyed to 
customers and prospects. 

This book doesn’t discuss means of get- 
ting “‘new business’’ by ballyhoo methods 
only to find that the business thus secured 
costs far more than it was worth. But it 
does show how banks can analyze their 
merchandising problems, decrease their sell- 
ing costs and maintain the good will and 
good understanding of their present cus- 
tomers and future prospects. 

We would be glad to send this book on 
approval without obligation to any bank or 
banker in the United States. 


Price $5.00 delivered. 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
CAMBRIDGE, MASS. 





THE NEGRO IN BANKING 


HIS article will deal chiefly with 

the status of banks now being con- 

ducted by Negroes rather than with 
an attempt to acquaint the world with 
the complete history of banking by 
members of that race. The history of 
banking among Negroes in America 
is mot essentially different to that of 
other groups. In the early days of 
banking among these people there was 
practically no technical banking educa- 
tion to be found among those who 
undertook the operation of financial 
institutions. This was necessarily a 
pioneering experience, and like the 
comparable period through which other 
banking groups passed, contributed 
greatly to the economic losses of the 
communities where the institutions were 
located. Also, like institutions op- 


erated by other groups, the failures 


which resulted from this lack of train- 
ing in the fundamentals of this highly 
technical field, did nothing to improve 
the confidence in the honesty and abil- 
ity of members of their group. This 
early experience of success and failure 
did build an acquaintance with this 
field, and develop a great capacity to 
think, and an important understanding 
of human nature, so necessary to the 
successful operation of banks. 

Out of this none too glorious banking 
history has arisen a new banking group 
well equipped to cope with the prob- 
lems which it faces. Negro banks are 
now officered by men who are gradu- 
ates of the country’s leading colleges 
and universities of business admin- 
istration and economics, associated with 
men who have “come up” in these 
banks and know the thrills which come 
from earning and saving one’s own 
money. 

Banks operated by Negroes in the 
United States have not been developed 
purely as a matter of race pride. This 
has undoubtedly been a factor in their 
development. These banks have filled, 


By Jesse B. BLayTon 
Executive Vice-President, Citizens Trust 
Company, Atlanta, Ga., and Corresponding 
Secretary, National Negro Bankers Asso- 

ciation. 


and are filling an economic and social 
need. In a community where a bank 
is operated by colored people, par- 
ticularly in the South, other banks 
seem to treat their colored ‘customers 
more courteously, and with greater 
respect. Also, in these communities 
loan sharks seem less likely to prey 
especially upon the colored worker. 
Banks operated by Negroes are usually 
very careful to adhere strictly to legal 
interest rates. This attitude on the part 
of these institutions makes it difficult 
for loan sharks to attract the patronage 
of the better class of Negro borrowers. 
Banks operated by Negroes are gen- 
erally in a position to afford better 
advice to the colored home owners and 
business men than would be possible 
by banks operated by white people. 
These banks are usually in colored 
business districts and their officers are 
well acquainted with the financial prob- 
lems of these businesses. Perhaps, also 
the common suffering which has been 
known by the Negro banker and his 
client, breeds a more sympathetic un- 
derstanding between them. 

Negro banks are not merely impor- 
tant business establishments. They are 
social and civic agencies as well. In- 
variably, an officer of the colored bank 
is the leader in the civic life of his 
group, and more often than not, every 
important social agency in the com- 
munity where such a bank is located 
has on its board of directors one or 
more of the bank’s officials. These 
agencies make demands on the time of 
the Negro banker. Naturally, he re- 
ceives no direct compensation for such 
service but he feels that this is his 
responsibility to his community. It 
could, of course, be pointed out that 
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the Negro banker, in the capacity as 
social welfare and civic adviser, does 
only what his white banker-brother 
does. But an inquiry into the circum- 
stances surrounding this type of serv- 
ice rendered by the two bankers will 
reveal, first, that there are fewer Negro 
banks than white in proportion to the 
population which they are required 
to serve. In the second place, there is 
usually a vast difference between the 
ratio which the value of the lost time 
of the Negro banker bears to the total 
earnings of his bank than that which 
the time of the public relations official 
of the white bank bears to the total 
earnings of his institution. And in 
the third place, since the majority of 
banks operated by colored people are 
found in the South, it may be said 
without fear of successful contradiction 
that there is great disparity between 
the health facilities, the recreational 
opportunities, educational advantages, 
and the like, afforded members of the 
two major races out of public funds. 
This inequality in the distribution of 
tax money results in a_ relatively 
heavier burden on the leading citizens 
of that group which receives the 
smaller share. The Negro banker is 
usually respected as one of the leading 
citizens of his community, and it is 
seldom that he does not merit this 
standing. 

There are fourteen banks in this 
country which maintain membership in 
the National Negro Bankers Associa- 
tion. This association was founded by 
Major R. R. Wright, Sr., of Philadel- 
phia, Pa., who has been continuously its 
president since its organization a dozen 
years ago. Major Wright is president 
of the Citizens & Southern Bank and 
Trust Company of Philadelphia, and 
according to a statement by the Secre- 
tary of Banking for the state of 
Pennsylvania at the annual meeting of 
the Association in July, 1936, is one 
of the ablest bankers of his state re- 
gardless of his color. Before his ad- 
vent into the field of banking the 
Association’s president was a Georgia 
school teacher and college president. 
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He was graduated from Atlanta Uni- 
versity with the degree of Bachelor of 
Arts back in the days when that insti- 
tution wrote in long hand all of the 
wording appearing on its diplomas. He 
served in the Spanish-American war 
where he won the title of Major. 

The banks which are members of 
the National Negro Bankers Association 
are widely scattered over the country, 
being located in Virginia, South Caro- 
lina, Texas, North Carolina, Pennsyl- 
vania, Georgia, District of Columbia, 
Tennessee, Oklahoma, and Alabama. 
From the point of view of number of 
banks, Virginia leads with three. The 
largest Negro bank is the Farmers and 
Mechanics Bank and Trust Company 
of Durham, North Carolina with re- 
sources of more than a million and a 
half dollars, and which operates a 
branch in Raleigh. This bank is 
headed by C. C. Spaulding, veteran 
banker and insurance company presi- 
dent, who has probably done more 
than any member of the association 
for the furtherance of banking among 
Negroes, with the possible exception 
of the Association’s president. 

An analysis of the financial state- 
ments of these banks reveals that their 
asset distribution compares favorably 
with that of other banks in their re- 
spective communities. The average de- 
posit in these banks is necessarily 
small. This means relatively higher 
cost of supervision. This high per- 
centage cost of management is over- 
come in some of the banks by the pay- 
ment of very low salaries, or no sala- 
ries at all to those executives whose 
outside income will permit. These 
banks take their place along side other 
financial institutions in providing tem- 
porary funds for local governments. 
In at least one case recently, the entire 
issue of a block of municipal securi- 
ties was purchased by one of these 
banks. This bank was the best bidder 
for the securities in competition with 
all of the banks of that city. 

The influence and encouragement of 
Negro colleges and universities operat- 
ing strong departments of economics 
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Earninc Assets IN Proportion To Deposits 


Cash 
Per Cent. 
17 Selected N. Y. Banks 
5 Chicago Banks..............33.70 
11 Philadelphia Banks........30.14 
& Boston Banks... 6. ccc se. Be 
Average of smallest of each of 
above groups .............23.34 
Wepre, BGnks.... 2 .cj0i0 6. cics00 See 


Other Sec. 
Per Cent. 
11.48 
14.94 
24,27 


11.54 


Gov. Securities 
Per Cent. 
34.02 
41.62 
29.99 
23.80 


33.46 


38.34 


16.36 


15.26 93.13 
10.71 7 


23.12 
47,.41* 34.78 


*78 per cent. of “Other Securities” are State and Municipals. 


and business administration must not 
be overlooked in considering the very 
high efficiency ratings which these 
banks enjoy. Outstanding in their con- 
tributions in this respect are, The At- 
lanta University System in Atlanta, 
Georgia, Howard University in Wash- 
ington, D. C., Hampton Institute in 
Virginia, and Tuskegee Institute in 
Alabama. Particularly is The Atlanta 
University System favorably situated 
to co-operate with the Negro Bankers 
Association since two of its professors 
in the graduate school of economics 
and business administration are active 
bank executives. At least four young 
bank executives have received their 
theoretical training in this school, and 
in the offices of their instructors. Two 
of these young men, W. R. Maynard 
of Tuskegee Institute, Alabama, and 
J. Harvey Wheeler of Durham, N. C., 
are cashier and assistant cashier, re- 
spectively, of the banks with which 
they are connected. In each case they 
are relied upon to a great extent to 
shape the policies, and direct the opera- 
tions of their institutions. These men 
owe their banking training and ap- 
prenticeship to the help and encourage- 
ment of Professor Lorimer D. Milton, 
a graduate of Brown University, who, 
in addition to his duties as professor 
of finance at Atlanta University, is 
the cashier and chief officer of Citizens 
Trust Company in Atlanta. 

All but one of the members of The 
National Negro Bankers Association 
have their deposits insured by the 
Federal Deposit Insurance Corpora- 
tion. That member which is not so 
insured, has not sought, and does not 
need the protection thus afforded. 


It must be borne in mind that all 
Negro banks are small banks. Like 
all small banks these banks were mate- 
rially benefited by the protection to 
depositors afforded by the Federal De- 
posit Insurance Corporation. Very few 
of the depositors of these banks have 
accounts larger than $5,000, conse- 
quently the colored depositor feels as 
secure with the colored bank as with 
any. For the same reason many white 
depositors do business with the colored 
bank if it is conveniently located. 
This improvement in the confidence 
the depositor has in the colored bank 
is manifested by increase in the de- 
posits of these banks of from 100 per 
cent. to 300 per cent. since the enact- 
ment of the law which afforded this 
insurance. 

Some idea of the make-up of the 
assets of the Negro banks may be 
gained by comparing the asset distribu- 
tion of these banks with that of other 
banks, the statistics for which are 
readily available.t The accompanying 
table is computed on a basis of arith- 
metic averages without weighting and 
affords a fairly good comparison. 

The low percentage of Government 
bonds held by these banks may be ex- 
plained by the extremely low yield of 
this type of security, and the relatively 
high operating costs to be met by the 
Negro bank. When these banks are 
compared with banks nearer their size, 
it will be found that, as has already 
been said, the Negro bank makes a 
favorable showing. Any fair appraisal 
of Negro banks must consider first, 
that they are small banks, and second, 


*Bankers MaGazineE, February, 1936, p. 175. 
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like the country banks, they are gen- 
erally restricted by custom to a colored 
clientele. 

Closely allied with America’s Negro 
banks are its insurance companies, 
building and loan associations, small 
loan companies, credit unions and the 
like. In the insurance field Negroes 
have shown high organizing ability and 
management efficiency. There are more 
than fifty of these companies in this 
country, many of which have assets of 
more than a million dollars, and one 
of which has admitted assets of nearly 
five million. These companies have 
high ratings with the insurance depart- 
ments of the states where they operate. 
In the building and loan field Negoes 
have done extremely well. There are 
many of these companies in the cities 
with large Negro populations. Most 
of such organizations are now either 
members of the Federal Home Loan 
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Bank, or of the Federal Savings and 
Loan System. Some of the Negro build- 
ing and loan associations show assets 
of several hundred thousand dollars. 
Small loan companies operated by Ne- 
groes in communities where there is no 
Negro bank fulfill many banking func- 
tions. There are to be found such 
companies in many of the larger cities. 
The credit union as a financial insti- 
tution is new among Negroes. It is he- 
coming quite popular in line with the 
growing popularity of the co-operatives 
among members of the colored race. 
In industries, commercial enterprises, 
school and colleges, and even in church 
groups these self-help banking institu- 
tions are being developed. Because of 
the limited funds of most Negroes, and 
because they are, as a class, consumers 
and wage earners, it may well be pre- 
dicted that much of the banking by 
Negoes in the future will be in this 
direction. 


RAILROADS MOVING FORWARD 


THE American railroads have done a 
magnificent job. Their job has been so 
good that they are taken for granted un- 
less something happens to go wrong. 

If the American railroads can today 
—and I am sure they can—get equality 
of treatment with other lines of indus- 
try before the court of the people, and 
be given the same opportunities as 
those industries, under the laws and 
regulations of those bodies created by 
the people to regulate the conduct of 
their business; and if they are permitted 
to give rein to their vision and their 
inventive genuis—which I am sure the 
people will eventually see that they do 
get—they will continue on to greater 
things. 

They will work out their own salva- 
tion and perform a great part in the 
rehabilitation of this country as _ it 
comes out of the depression, giving the 
people better service than they ever had 
before, and at low rates. 


The railroads themselves are ap- 


proaching the dawn of a new day, with 
a determination to go forward to new 
accomplishments in the service of 
the American people which will rival 
their achievements in the past.—M. W. 
Clement, president, Pennsylvania Rail- 
road. 
© 


LOOKING TO THE GOVERNMENT 


THE chief significance that the recent 
elections have for business is that they 
show that the American people firmly 
desire to have their Government actively 
participate in their economic problems. 
The people now look to their Govern- 
ment as being able to solve their prob- 
lems, and they intend to insist that it 
shall solve them. This is a new factor 
of great importance for the long-range 
outlook of business, but it is impos- 
sible to foresee how it is likely to take 
shape as the events of the years unfold. 


—Col. Leonard P. Ayres. 





The Pension Reserve Plan of the Social 
Security Acct 


By JosepH E. GoopBar 
President, Society for Stability in Money and Banking, Inc. 


HE pension reserve plan of the 

Social Security Act provides for the 

accumulation of a reserve that will 
reach a total of more than forty billions 
within the next thirty-five or forty 
years. 

Sound as it may seem, from the ac- 
tuarial viewpoint of a private insurance 
company, to protect its obligations by a 
huge financial reserve, the situation is 
different when the Government itself is 
the insurance company. Economic 
analysis shows that such a reserve can- 
not be accumulated, according to the 
present financial plan of the act, with- 
out endangering, and perhaps destroy- 
ing, the very security the act is intended 
to provide. 


Present Plan for Financing Old Age 
Insurance 


The accumulation of a forty billion 
dollar resreve fund, during the next 
thirty-five or forty years, means that 
premiums collected during that time 
will be greater than the amounts paid 
out, each year, during the same time, 
by an average amount of something 
more than a billion dollars per year. 

After the first forty years or so, the 
payments to insured persons will ag- 
gregate a larger sum than the current 
aggregate collections of premiums. The 
outflow of payments will be some bil- 
lion and a quarter dollars larger than 
the inflow of all the premiums that are 
received, during each and every year 
thereafter. 

This deficiency however is to be met, 
under the plan, by an income which 
will be received as interest on the forty 
billion dollar reserve, previously men- 
tioned. This reserve is expected to 
draw interest at 3 per cent., which will 


—, 


From a recent address, 


amount to about a billion and a quar- 
ter each year, and thus be sufficient to 
take care of the shortage in other in- 
come, as compared with the outgo. 

This plan, on its face, looks sane 
and sound. It is the same plan as is 
used by almost all private insurance 
companies, and, in their hands, experi- 
ence shows that it has worked very sat- 
isfactorily indeed. 

When the Government is engaged in 
the insurance business, however, two 
questions naturally arise. First, how 
will it be possible for so large a sum 
to pile up, when the total amount of 
money in circulation is not more than 
a seventh of the size of the reserve to 
be accumulated? Second, assuming that 
this reserve has piled up, where is it 
to be invested so as to bring in a 3 per 
cent. interest return? 

Those who wrote this act tried to 
provide an answer to both these ques- 
tions. As to the money, the premiums 
paid in each year will go directly into 
the U. S. Treasury, which may spend 
them for any purposes that Congress 
may direct. The Treasury will then 
turn over to the reserve fund its own 
obligations—in reality, the fund will 
consist of Treasury I. O. U.’s instead 
of money. 

As to the 3 per cent. interest, this 
will come out of the U. S. Treasury. 
The I. O. U.’s will draw 3 per cent. from 
the Government itself. This interest 
money, then, will consist of tax money, 
collected by the Government through its 
taxing power. Taxes, then, in reality, 
will be the source from which will come 
this extra billion dollars plus that Old 
Age Pensions will require, every year, 
after pension payments have reached 
maturity. 

In all probability this income from 
interest on the reserve fund will prove 
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to be wholly or largely imaginary. If 
one has $1000 in his right hand pocket, 
and lends it to his left hand pocket, at 
3 per cent. interest, it seems quite clear 
that the “interest” is a figment of the 
imagination. This process generates 
no real income whatever. 

It is equally true that no real income 
is produced when one agency of the 
Government lends money to another 
agency of the Government—unless the 
second agency were going to borrow 
from the public if not supplied with 
funds from the pension reserve. 

Of course if the Treasury were ac- 
tually going to be in the market for 
loans of an additional billion dollars 
plus each and every year, on the aver- 
age, for the next 35 or 40 years, then 
the interest payments to the reserve 
fund would consist of taxes, just the 
same—but in this case these taxes would 
in any event have had to be paid to 
someone, and it would be entirely 
proper to regard them as income. 


On the other hand, the only condi- 
tions under which such borrowings of 
new funds would be annually required 
would be—an annual deficit in the Fed- 
eral budget of a like amount each and 
every year. If the Government runs 
behind in its income to the aggregate 
amount of 40 billions in the next 35 to 
40 years, then its interest payments to 
the reserve fund would constitute real 
income. 


But we urgently require, and both 
parties have promised to provide, a bal- 
anced budget at the earliest possible 
date. A balanced budget and a deficit 
of more than a billion a year for forty 
years are opposite and contradictory. 
If we have the one, we cannot have the 
other. If we operate the Government 
under a balanced budget, there will be 
no need to borrow an additional billion 
dollars, or so, every year. It follows 
that, when the Government pays inter- 
est on funds it does not need, that in- 
terest is not real income at all, in the 
usual sense, but instead is a direct 
charge on the taxpayers. 

Drawing more than a billion dollars 
a year, for 35 or 40 years, from pro- 
ductive use in industry and commerce, 
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and piling it up into a tremendous re- 
serve is bound to have an important 
effect on the progress of industry and 
commerce. The nature of these effects 
will, of course, depend largely on how 
these funds are handled by the Gov- 
ernment. This being a political ques- 
tion, accurate prediction is naturally 
impossible. 

If used in one way, this taking of 
more than a billion dollars a year out 
of productive activties might drive this 
country into a perpetual depression. 

Used in another way, it could inflate 
the prices of securities and make the 
peak prices of 1929 look like deep val- 
leys—while in no way increasing the 
volume of employment. 

Used in still another way, the piling 
up of these funds might initiate a period 
of general inflation, possibly com- 
parable to the experience of Germany 
and Austria. In Germany, at one time, 
ten million marks would not buy a 
postage stamp. 

In all probability the funds thus ex- 
tracted from production would be used 
in each and all of the ways indicated 
above—and without thought or knowl- 
edge of the economic effects to follow. 
Financial and industrial disorder, with 
tumultuous shifts from the depths to 
the heights and back again, could 
hardly fail to develop from shifting 
political uses of these funds; even 
though the immediate economic effects 
were anticipated, shifting political em- 
phasis would have the same effect in 
disrupting the economic order. 

The results of continued financial 
and industrial disorder, with losses to 
labor and investor alike, of the kind 
that might reasonably be expected from 
carrying out the present financial plan 
of the Social Security Act, may be seen 
today in the iron handed dictatorships 
established in Italy, Germany and 
Russia. 


Social Security on a Pay-As-We-Go 
Basis 


Building up a reserve is the essence 
of sound practice for private insurance 
companies, and undoubtedly this fact 
explains why the same idea was in- 
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sisted on in a Government activity that 
seems to parallel private insurance. 

The collection of reserves by private 
insurance companies has not proven to 
be disturbing in any way to economic 
activities. The reason is clear. Ac- 
cumulating premiums are prompily in- 
vested in various forms of privately 
owned enterprise, and thus return 
promptly to the ordinary uses of indus- 
try and commerce. They are paid out 
again, by the private borrowers, for 
materials and labor required in pro- 
duction. As we have just seen, how- 
ever, it is otherwise when the Govern- 
ment has collected funds for a reserve. 
Having no private borrowers, it lends 
these funds to itself. And this brings 
into the picture a new element, uncer- 
tain, disturbing to the normal flow of 
money, dangerous. 

There is no truth in the idea that 
the aged must be supported from some 
past accumulation of funds. In the 
case of a single individual, he must of 
course provide for his own old age by 
a process of thrift, under penalty of 
being dependent on others for his sup- 
port. But everi in that case he is going 
to consume, in his old age, food and 
clothing which are currently being pro- 
duced. The aged are not squirrels, 
living on nuts they have secreted—if 
financially independent, they use the 
money accumulated in the past to buy 
personal necessities produced at about 
the same time they are consumed. The 
nuts they eat are of the current year’s 
crop—and the use of money must not 
be permitted to hide the fact that so‘ 
ciely as a whole produces each year 
the things it consumes that year. 


New York City 


Pensions to the aged, then, is more 
properly a process of sharing the cur- 
rent production of society as a whole 
with those of its members who have 
reached the proper age. Since it is 
current production that is being shared, 
then let us recognize that fact and de- 
termine that we will follow a financial 
policy that fits the economic facts—- 
namely, pay the financial bill as we go 
along, just as necessity compels us to 
supply the articles used by the aged 
from what society produces as we go 
along. In a true sense, we must pay- 
as-we-go. Any attempt to follow a 
financial policy that contradicts the 
economic fact can cause nothing but 
trouble. 

As a matter of fact, none of the aged 
are even now being suffered to starve 
or to live without shelter and clothing. 
Aside from those who are still earn- 
ing their own way, society is carrying 
all the aged out of its current sharing 
of production. Some may be on re- 
lief; others cared for by relatives or 
friends; others receive soldiers’ or other 
types of pensions. Some are a grind- 
ing burden to children whose substance 
should be available for raising a family 
of their own. Social security simply 
means that the aged, in so far as its 
benefits reach, will be taken care of 
systematically, with pensions that be- 
long to them as a matter of right, and 
can face the future without fear and 
without the tragic pain of knowing, as 
often they must know, that their con- 
tinued existence may be blighting the 
educational prospects of grandchildren 
because of the burden they impose on 
the grandchild’s parents. 
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In any event, it is undeniably true 
that society produces virtually all of 
the things the aged will consume at 
about the time of their consumption. 
There seems to be no way to avoid the 
economic payment for these things on 
a “pay-as-we-go” basis. Such being the 
case, what valid reason can there be 
why we should seek to avoid the finan- 
cial payment for them on the same sen- 
sible basis? 


England Meets Its Security Pensions 
, on a Pay-As-You-Go Basis 


If you look at the English legislation 
for unemployment insurance, as passed 
on December 16, 1911, you will see 
that it expressly provides for the ac- 
cumulation of a reserve fund. The plan, 
therefore, was substantially similar to 
our own. Oddly enough, however, un- 
der the pressure of operation, it has 
been found necessary to revert to a 
“pay-as-you-go” policy. 

It turned out that payments of pre- 
miums were not equal to the obligations 
for pensions to the unemployed. In 
characteristic English fashion, they have 
in practice found themselves compelled 
to finance these payments by means 
completely out of harmony with the 
original plans—and in doing so have 
put themselves into harmony with the 
essential economics of the situation. 

While, therefore, it is true that the 
English law provides for the creation 
of reserves, that law cannot be quoted 
as support for a similar policy over 
here. There has in fact been no visible 
financial disturbance in England as a 
result of their pensions to unemployed 
or to the aged. And I am completely 
of the opinion that this freedom from 
disturbance is due to the fact that they 
have for a number of years been pay- 
ing the expenses of those pensions from 
(a) current premiums, and (b) general 
taxation, which has made good the de- 
ficiency in the amount of those pre- 
miums. 


Properly Financed Old Age Pensions 
a Social Necessity 


There is a definite necessity for old 
age security, as was movingly stated 
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by the committee on Economic Secu- 
rity, which framed the existing legis- 
lation. They said: 

“For those now old, insecurity is 
doubly tragic because they are beyond 
the productive period. Old age comes 
to everybody who does not die pre- 
maturely, and is a misfortune only if 
there is insufficient income to provide 
for the remaining years of life. With 
a rapidly increasing number and per- 
centage of the aged, and the impair- 
ment and loss of savings, this country 
faces, in the next decade, an even 
greater old age security problem than 
that with which it is already con- 
fronted.” 

The present Administration is deserv- 
ing of the thanks of all thoughtful per- 
sons in having taken the first steps 
towards providing old age insurance, 
even though the act is limited in its 
application, and has seemingly em- 
braced a serious economic fallacy on 
the financial side. It can hardly be 
blamed, even, for this financial error, 
since it was following, as nearly as 
possible, the example of highly success- 
ful private insurance companies. 

In the interest of sound finance, and 
of the protection of the banking struc- 
ture against unwarranted strains, and 
of stable prosperity, however, it seems 
to me vitally necessary to bring these 
unnecessary financial dangers to the at- 
tention of the public, and of the Ad- 
ministration. 


Summary and Conclusion 


Economic analysis, therefore, shows 
that the plan of the Government to 
pay 3 per cent. interest on a forty bil- 
lion dollar reserve fund is, from a busi- 
ness and common-sense standpoint, 
utterly impossible. Unless the Govern- 
ment has been running under a deficit, 
amounting to that much, it will be pay- 
ing to the social security fund a sum 
amounting to a billion and a quarter 
per year. This sum will be necessary 
to meet the permanent deficiency in pre- 
miums which will accrue when persons 
now young come on to the pension 
rolls. Since it is not conceivable that 
the Government will have need to in- 
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crease its indebtedness by this tre- 
mendous amount, the paying of inter- 
est on forty billions does not constitute 
income in a true sense, but merely an 
additional burden on the taxpayers. 

The process of accumulating such a 
fund exposes the people of the country 
to an unpredictable but constant dis- 
turbance to their jobs and to their 
business affairs, throughout the period 
of accumulation. Present-day Europe 
points the moral of what may readily 
occur when economic disturbance be- 
comes intolerable to the average citizen. 

To avoid these disturbances, the only 
possible plan that suggests itself is to 
pay the cost of our social insurance 
each year, as we go along. In a true 
economic sense it is impossible to pay 
it in any other way. To follow a finan- 
cial plan that attempts to contradict 
the economic fact will bring us to finan- 
cial distress and disaster. 


* * * 


It is hoped that the substance of this 
great act, as conceived in the minds 
of those who favored and urged its en- 
actment, may be preserved. I am aware 
of no means so effective, in protecting 
the future of this act, as is a present 
careful study and analysis of its pro- 
visions, for the purpose of eradicating 
unsound features. Only as these are 
eliminated will it be possible for the 
older people of our country to look 
forward with any degree of confidence 
to the protection and the safety which 
this act is intended to provide. 

My criticisms are therefore made in 
a purely constructive spirit. Whether 
we decide to tax income, in order to 
supply the funds needed for old age 
pensions, or to impose a sales tax on 
all or special commodities, is simply a 
matter of policy. The essential feature, 
as I see it, is to eliminate the plan of 
a vast reserve fund, with its ex- 
traordinary economic dangers, and to 
substitute therefore some adequate plan 
for paying the expense of the insurance 
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out of current financial income, just 
as the things which the aged will use 
will themselves be derived from current 
production of goods. Unless the finan- 
cial plan be harmonized with the eco- 
nomic fact, the operations of this act 
will tend to increase the insecurity 
against which we are now seeking a 
remedy, rather than to increase that 
security, as envisaged by its authors. 
Careful revision in the present time will 
prevent the confusion and loss incident 
to agitation for repeal and repudiation 
which are certain to follow from the 
disasters expectable from existing de- 


fects. 
© 


INDIFFERENCE 


IN a recent address before the Cleve- 
land Chapter of the American Institute 
of Banking Thomas C. Boushall, presi- 
dent of the Morris Plan Bank of Vir- 
ginia, illustrated one of his points with 
the following anecdote which deserves 
to be ranked as the story of the month: 

A little boy from the Virginia moun- 
tains was entering school for the first 
time. The teacher, wishing to learn 
something of her new pupil’s educa- 
tional status and background, asked if 
he knew who was President of the 
United States. “No,” said the little boy, 
“I don’t know who is President of the 
United States, but my dad does.” 
“Well, you ask him and tell me to- 
morrow,” the teacher replied. 

Next day she called the boy to her 
and inquired of him if he had asked his 
dad who was President. “Yes, I asked 
him,” the boy said, “but he say he don’t 
know and he don’t give a damn.” 


A PLEA FOR SANITY 


LET us hope that we have the revival 
which I foresee, and which I believe is 
coming, and let us hope that it returns 
us once more to the sanity which made 
us the great nation which we are.— 


Dr. David Friday. 





FORESIGHT 


By Henry VERDELIN 
President, American Institute of Banking 


a 3 is just now emerging from 
the low point in one of its most 
difficult cycles. Many times dur- 

ing these strenuous years one has won- 
dered whether the task was worth the 
effort, and whether all the things hoped 
and planned for would ever materialize. 
It has been a discouraging period and, 
as is always the case in a highly com- 
petitive field, many have been elimi- 
nated by the forces of adversity. To 
those who have held fast to their 
chosen occupation and have continued 
their development, the future presents 
opportunities which will be not only in- 
teresting, but gratifying. Banking is 
rapidly regaining its place in the sun. 
The future has its problems, grave 
and serious ones, and we must be pre- 
pared to meet them. In the meantime, 
however, the wheels must turn, the 
nation must be clothed and fed, and 


progress must be made. Cyclone cellars 
are being vacated and business is on the 
move, taking the chances that must be 
taken, doing the things that must be 


done. Courage is abroad in the land 
again and we are all much better for it. 

Today we are on the threshold of 
great opportunities if we will but begin 
to take an active part in wakening the 
public to the realization that the success 
of the past can be restored when banks 
are permitted to continue operating 
along the lines that have made them 
play such a vital part in the country’s 
development. This we can do by ex- 
plaining to our customers the true 
functions of a bank and why the char- 
tered banking system is necessary for 
continued development along sound 
lines. The public is now becoming 
more reasonable in its point of view 
and really beginning to appreciate the 
necessity of banks. 

All of us who work in banks should 
be prepared to talk intelligently about 
banking service if we are to make the 
most of our opportunities in public re- 
lations. The necessity for well trained 
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men, who desire to be prepared for the 
future and to build a program to meet 
what tomorrow holds in the way of 
possibilities or emergencies, is becom- 
ing more apparent every day. 

One of the reasons that the American 
Institute of Banking has developed in 
power and prestige in its field of edu- 
cation is that its program has been 
planned to anticipate the future. This 
is the principle upon which the in- 
stitute has pursued its course during 
the past thirty-six years. 

While the institute has always taught 
courses in bank organization and opera- 
tion, the need for further study in this 
subject requires three new texts, which 
are now being prepared. These texts 
will afford a more comprehensive treat- 
ment of this phase of banking. The 
past few years have made the banker 
aware of his investment responsibilities, 
and new texts on corporation finance 
and investments have been developed 
to meet his requirements in this field. 
In addition there are now being written 
a new text in accounting, two new texts 
in economics, and a text in home mort- 
gage lending, which is a subject of great 
interest by virtue of legislation recently 
enacted. Three years ago a textbook 
on Constructive Customer Relations was 
published, and some 2000 banks have 
used it for the purpose of instructing 
employes. 

As we face the future we should em- 
brace every opportunity to serve our 
banks and their customers more intelli- 
gently. At the same time, and in order 
to do this most effectively, the public 
should be informed of the various ways 
in which it can codperate with us in 
improving and strengthening the Amer- 
ican banking system. We must make 
it plain to those with whom we deal that 
complex and fettering laws, no matter 
how sincerely they may be advanced, 
cannot take the place of banking knowl- 
edge gained through experience and 
study. 





Old and New Credit Fields for Banks 


By A. G. Brown 


President, Ohio Citizens Trust Company, Toledo, Ohio 


ONSIDERATION of new credit 
fields might be divided into three 
categories: 

1. Credit fields in which the Govern- 
ment is now lending money. 

2. Those fields of Government credit 
activity in which the credit needs can 
be met in whole or in part by commer- 
cial banks. 

3. New credit fields in which the 
Government is not engaged in the lend- 
ing of money. 

The subject of Government competi- 
tion with private enterprise is one that 
concerns not only the commercial 
banker, but every thinking American, 
who cannot help but be alarmed about 
the many activities of our Government 
which touch those of our individual 
businesses. You know when I go about 
the country and meet business men, es- 
pecially bankers, I find they are a little 
disturbed. That isn’t strange when you 
analyze general conditions. 

A lot of bankers in this country are 
disturbed because they are afraid that 
they will wake up some morning and 
find that the Government has repealed 
their right to do business. 

Surrounded by Government spon- 
sored credit agencies, which obviously 
have acquired an irresistible desire to 
make their services indispensable and 
themselves perpetuated, and circum- 
scribed by a regulatory system referred 
to as one of the most complex ever im- 
posed upon any business of Govern- 
ment, there is little wonder that the 
banker has moved slowly toward an 
aggressive program of lending. 


Real Estate Loans 


With the liberal provisions of the 
Banking Act of 1935, bankers should 
explore the possibilities in the real es- 
tate mortgage field, of obtaining liquid- 
ity and ever-increasing security in loans 


- 
Condensed from a recent address. 


properly amortized and on farms prop- 
erly appraised. The development of 
the amortization principle in the lend- 
ing of funds will probably constitute 
the distinguishing feature of the bank- 
ing business in the years just ahead. 
It seems to me that the application of 
the principle of amortization on a 
monthly, quarterly or semi-annual basis, 
has been too long neglected by com- 
mercial banks, although they have stood 
by and furnished loaning funds to in- 
stallment credit agencies whose success 
is due primarily to the intelligent use 
of this principle. Bankers have been 
too content, so long as they had what 
they felt to be a sound loan, to permit 
the borrower to renew from time to 
time, without any provision being made 
for amortization or repayment on any 
sort of a program. Consequently we 
entered the depression with a vast 
amount of credit, much of which could 
have been liquidated without the as- 
sistance of a Government credit agency 
if a definite paying plan has been pro- 
vided therefor. This applies not only 
to real estate mortgage credit, but to a 
large proportion of so-called commer- 
cial credit as well. 


Intermediate or Short-Term Credits 


In the intermediate or short-term 
credit field, Production Credit Associa- 
tions, of which there are now 500 scat- 
tered throughout the United States, are 
a real potential source of competition 
for the' country bank in the future. 
Their funds are obtained from the Fed- 
eral Intermediate Banks which are gov- 
ernment owned and which, in turn, 
secure their funds from the sale of de- 
bentures to the investing public. The 
Intermediate Credit Banks are author- 
ized to discount farmers’ short-time 
notes for Agricultural Credit Corpora- 
tions, commercial banks and other loan- 
ing agencies, as well jas Production 
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Credit Associations, but they do not 
loan directly to the farmer. They are 
in reality a Federal reserve for handling 
the operating credits of farmers. Com- 
mercial banks might well consider the 
advisability of qualifying for the redis- 
count privilege with the Federal Inter- 
mediate Credit Banks. While it is not 
likely that such facilities will be needed 
in the immediate future, good use of 
them could have been made back in 
1930, 1931, 1932 and 1933. At least 
here is an agency that is providing a 
market for farm paper, thereby adding 
to its desirability as a proper and liquid 
investment for commercial banks. 

Government influence in the field of 
private lending will be halted, in my 
estimation, only after it is generally 
acknowledged that there is no need for 
its participation. The banker, particu- 
larly the country banker, has a real op- 
portunity to “nail” its progress on a 
cold-blooded business appeal (1) by as- 
suming a more aggressive attitude with 
respect to the procurement of loans; 
(2) by a lowering of interest rates to 
meet the competition of governmental 
agencies, and (3) by providing a proper 
quality of credit to meet the farmers’ 
need, including a plan of payment com- 
mensurate with the ability of the bor- 
rower to repay. 

True, the Government may be in a 
favored position, so far as taxes, costs 
and low interest rates are concerned, 
but we must not forget that interest 
rates heretofore charged were primarily 
based upon the borrower’s footing the 
entire banking income, including a fair 
return to stockholders, as well as all 
expenses, which included the expense of 
handling the depositors’ money.  In- 
terest rates on deposits have been re- 
duced, service charges have been in- 
stalled, and it would seem that banks 
should give the borrower the benefit of 
reduced rates. Perhaps capital has 
been obtaining too large a share of its 
earnings at the expense of the borrower. 
Banks may be obliged, for a time at 
least, to meet this situation by being 
content with lower rates, in order to 
meet the competition offered by the 
Government in its endeavors to alleviate 


the distressed conditions that have 
existed. 

Speaking of the barrier of interest 
rates, one commercial banker, in whom 
I have a lot of confidence, made this 
statement: 

“We have been used to generous 
money rates so long that I find it 
awfully hard to convince the country 
banker that he can afford to do business 
on a much narrower margin as regards 
interests rates. One factor, of course, 
that is against it is that a lot of them 
are still paying interest on too large a 
proportion of their deposits.” 

Practically every line of industrial 
endeavor now includes hundreds of 
companies whose capital structure has 
been built sufficiently strong to finance 
open accounts or long-term credits for 
all the productive and distributing 
processes of industry from the manu- 
fucturer to the retailer. Figures are 
not available to show how much of the 
credit of the country, formerly handled 
by banks, is now carried by business 
itself, but it would run into hundreds 
of millions of dollars. It will possibly 
be a long time before this type of credit 
will get back into the portfolios of com- 
mercial banks but I have found some 
good loans available from some of the 
smaller concerns who have been issuing 
trade acceptances to the large manu- 
facturers, or who were obtaining credit 
on open account. Accounts receivable 
have come to be recognized as a good 
basis for credit to worthy concerns and 
it is believed that a real volume of 
credit business may be obtained by an 
intelligent exploration in this field, of 
the various worthy businesses in every 
community. 

Individual banks, as never before, are 
eager to get over to the public their 
desire to meet the full legitimate credit 
requirements of their communities. The 
public itself has renewed confidence in 
banks and is anxious to see resumption 
of normal credit relationship. 

To the degree that we bankers have 
the public with us, we will be in posi- 
tion to make legitimate profits and be 
free from the threat of destructive 
legislation. 
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Says Commercial Banks Should Keep Out 
of the Long-Term Loan Field 


T the recent convention of the 
United States Building & Loan 
League, Morton Bodfish, execu- 

tive vice-president, spoke in strenuous 
opposition to the tendency of commer- 
cial banks to expand their long-term 
loans in the mortgage field. 

“Having invited colossal sums into 
the banking structure,” he said, “and 
accepted them on a demand or short- 
term basis, we now find the public au- 
thorities taking the position that invest- 
ment policies must be so altered that 
these funds can be invested on a long- 
term basis, rather than properly cut- 
ting the return on such monies to a 
rate at which they would flow into long- 
term investments and all types of pro- 
ductive enterprise needing long-term 
capital and able to pay a reasonable 
price for such capital. 

“So, although every banking author- 
ity in the country and practically every 
banker were in complete agreement 
three or four years ago that half of our 
banking troubles came from the invest- 
ment of commercial bank deposits, be 
they savings or commercial, in mort- 
gages and like securities, we now find 
public authorities exhorting and insist- 
ing—and with some success—that the 
banks go into the building and loan 
business in a big way. 

“Incidentally, in this connection, I 
wonder if our directors and managers, 
in placing accounts in commercial 
banks, ever inquire as to whether they 
are helping a competitor, who with 
their own deposited money, goes ‘out 
and bids for mortgage business in com- 
petition with our thrift and home- 
financing institutions? These accounts 
are substantial and important and it 
seems to me that, in the interest of 
sound banking and reasonable self- 
interest, our [building and loan} insti- 


tutions should place their commercial 
accounts in the banking institutions 
which are not engaging in the long- 
term, real estate mortgage business. In 
other words, let’s throw our business 
and our support in the direction of non- 
competitors, rather than building up 
competition. 

“This policy of urging or forcing 
commercial bankers into the long-term 
mortgage field, which threatens the 
very future of our thrift and home- 
financing institutions, is further justified 
by the public officials who have clamped 
this program on the Congress and the 
banking fraternity by claiming a dis- 
tinction between time deposits and de- 
mand deposits in banks. No practical 
banker will argue for one minute that 
you can take notices or require time 
at one window and pay out on the nose 
at the next window and still retain pub- 
lic confidence. 

Concerning FHA loans by commer- 
cial banks Mr. Bodfish said: 

“It is generally understood that the 
FHA plan is designed particularly for 
commercial banks. They have been in- 
vited and urged to make long-term 
mortgages and are making them in sub- 
stantial numbers. Commercial banks 
can obtain money on these mortgages 
at Reserve banks, a rather startling de- 
parture in central banking procedure. 
Commercial banks in many com- 
munities can buy money from the pub- 
lic at a cost of from nothing to 2 per 
cent., while our thrift institutions must 
pay 4 per cent. and 414 per cent. There- 
fore, we should ask ourselves if we 
should support the development of a 
mortgage system which can put the 
commercial bank into the savings and 
loan field on a dollars and cents basis 
that can demolish the building and 
loans.” 





BOOKS FOR BANKERS 


KicKEp IN AND KICKED OUT OF THE 
PRESIDENT’S LITTLE CABINET, By 
Ewing Y. Mitchell. Washington: 
The Andrew Jackson Press, 1936. 
Pp. XII-371. $2.00. 


THE opening paragraph of this book 
reads as follows: 

“I had been summoned to New York 
and was discussing conditions in Mis- 
souri with Mr. James A. Farley. ‘We 
are very anxious to secure the support 
of the Missouri delegates for Governor 
Roosevelt, Mr. Farley said, ‘but we 
have promised Senator Reed that we will 
not oppose him in Missouri or take any 
action in the state which will be ob- 
jectionable to him, so that whatever is 
done must be done on a strictly sub- 
rosa basis.’ ” 

The book goes on describing one in- 
cident after another in which, accord- 
ing to the author, honesty and truth 
are thrown to the winds to satisfy the 
demands of both individuals and groups. 
Some of these situations, the book indi- 


cates, were a heritage from Republican 
days, but many more developed after 


the Democrats came into office. Those 
who are familiar with how Government 
offices in Washington are administered 
will not be surprised at much of what 
they find in this book. 

The ironical part is, of course, that 
the Democrats came in protesting the 
highest ideals, claiming to be reformers 
with a Heaven-sent mission to clean out 
all the dens of iniquity from which they 
had driven the rapacious Republicans, 
and yet, if we are to believe the author, 
they have debauched the public service 
even more than the Republicans. 

The saddest part of the whole picture 
which is drawn is that Roosevelt and 
Farley, according to the author, had 
their attention called to many cases of 
importance and yet did nothing about 
it. If the statements of the author are 
to be accepted as true, even in part, the 
prospect of four more years of Roose- 
velt and Farley and their henchmen is 
enought to fill any self-respecting citi- 
zen with dismay. Yet the electorate 
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appears to disregard such matters, for 
enough has been brought to the sur- 
face during this past campaign to in- 
dicate that there are good reasons to 
believe that the author is talking to the 
point and not beside it. 


AMERICAN UNDERWRITING HOUSES AND 
THEIR IssUES WITH CLASSIFICATIONS 
Accorpinc To INDUSTRY AND Coun- 
TRY. Volume VI. Edited by Otto 
P. Schwarzchild. New York: Na- 
tional Statistical Service, Inc. $35. 

THIs edition covers the period from 
January 1, 1933 to December 31, 1935. 
It contains an alphabetical list of 
securities issued with the names of the 
underwriting houses appearing first in 
public offerings; an index of securities 
classified as to business, industry and 
country, with underwriters, issue prices 
or yields; a list of underwriters, their 
issues, issue prices or yields and as- 
sociates; a list of accountants, ap- 
praisers and engineers and _ lawyers 
mentioned in the public offerings. 


THE RoMANcE oF LLoyp’s. By Com- 
mander Frank Worsley and Captain 
Glyn Griffith. New York: Hillman- 
Curl, Inc. Pp. X-292. $3.00. 


OnE of the most interesting and, to most 
Americans, one of the most unknown 
of British financial institutions, is that 
organization famous all over the world 
for its insurance of marine risks known 
as Lloyd’s. In recent years it has ac- 
quired further notoriety for its willing- 
ness to insure against losses from al- 
most any kind of events such as may 
result from the birth of twins, rain on a 
holiday, etc. Few know, however, that 
its non-marine business in well recog- 
nized lines such as fire, burglary, casu- 
alty, etc., now exceed its marine busi- 
ness. 

While the present volume gives a 
good deal of information about Lloyd’s, 
and especially about its history, it is 
far from being pedantic in style. On 
the contrary, it is anecdotal and read- 
able. It is a book which a banker can 
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well afford to read on one of those 
occasions when he is too tired for a 
treatise on banking or economics but 
has not yet reached the mystery story 
state of fatigue. 


THE RATIONALE OF CENTRAL BANKING. 
By Vera C. Smith. London: P. 5. 
King & Son, Ltd., 1936. Pp. XII- 
185. $3.60. 


Tuis little volume is at one and the 
same time a concise history and a 
critical analysis of the development of 
central banking in the principal coun- 
tries of the world. Its general thesis is 
that there have been two major types 
of banking organization—“free bank- 
ing” and central banking. The author 
recognizes, of course, that there are 
many varieties of these two types and 
that the border line cases tend to merge 
with each other. Her analysis indi- 
cates that “free banking” is very de- 
cidedly on the wane and that central 
banking is in the ascendant, reaching 
its most highly developed and extreme 
form in government banking. The 
author has kept away from the extreme 
types, however, and has devoted her 
attention rather to those which are now 
in use or those that have been their 
predecessors. She has stopped soon 
enough in the survey so as to be able 
to get a good perspective of her sub- 
ject matter. 

This little book has two major phases 
of interest for the American banker. 
The first is the discussion on the de- 
velopment of the American banking 
system. It is interesting and frequently 
helpful to get a view of ourselves as 
others see us. The author gives every 
indication of being entirely unbiased 
in her study of American banking and 
hence what she says may be accepted 
as a frank and intelligent opinion. Her 
solution of our problem would be dif- 
ferent from the one we have adopted, 
but she realizes that what she believes 
would be best would probably be prac- 
tically unattainable. 

The second point is the contrast be- 
tween free banking and central bank- 
ing and the relationship between the 
two. This is a matter which is seldom 
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if ever mentioned in American circles. 
Perhaps if a little consideration were 
given to it it would aid in clarifying 
our own thinking and facilitate a solu- 
tion of some of our banking problems. 


PLan Your Own Security. By Wil- 
liam Law. New York: McGraw-Hill 
Book Co., Inc., 1936. Pp. IX-224. 
$2.00. 


Waite this ‘little book is addressed 
rather to people who are customers of a 
bank rather than to bankers, it will do 
the latter no harm to peruse it, not be- 
cause it will give most bankers much 
information that is new to them, but 
because it presents in a very handy and 
usable form material which bankers fre- 
quently want to impart to their cus- 
tomers. In fact, it might not be bad 
policy for banks to have a copy or two 
on hand to lend to inquiring depositors. 

As the title indicates, this volume 
contains a discussion of the ways and 
means that may be employed to pro- 
vide protection for a family, both dur- 
ing the life-time of the bread-winner 
and after his decease. It begins with 
an analysis of the use of life insur- 
ance and the making of wills. It con- 
tinues with a study of emergency funds, 
the possibilities of annuities, and the 
uses of trusts. It takes up the various 


-forms in which funds may be invested 


—hbonds, stocks—both preferred and 
common—mortgages and participations, 
home ownership and investments in 
real estate. It investigates the effects 
of taxation on the various parts of a 
security plan. Throughout the book 
reference is made to banks and the ways 
in which banks may assist the person 
who is trying to work out the financial 
salvation of himself and his family. 


BANKERS, STATESMEN AND ECONOMISTs. 
By Paul Einzig. London: Macmillan 
& Co., Ltd., 1935. Pp. XI-252. $3.50. 


Tuis little volume is a compilation of 
articles which have appeared from time 
to time in various periodicals plus cer- 


tain lectures which he has given. Dr. 
Einzig is, of course, one of the best 
known English writers on economic 
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topics and he has established no little 
reputation for himself in this field. His 
observations on current events are often 
trenchant and usually interesting al- 
though he has, unfortunately, in recent 
years, allowed himself to become so 
much a special pleader that he has lost 
much of his unbiased viewpoint on eco- 
nomic questions. 

The present volume suffers from the 
fact that the timeliness of its contents 
is gone. Articles addressed to the prob- 
lem of the day and based on the in- 
formation then available usually are 
rather flat and frequently wearisome 
when read some months or years later. 
This fact is often illustrated in this 
book. Furthermore, the rather biting 
remarks occasionally made in regard to 
persons with whose opinions the author 
differs do not impress one with the 
breadth of his viewpoint. They might 
pass in the heat of current discussion, 
but they certainly could have advanta- 
geously been removed or toned down in 
this compilation. 

This volume does serve one useful 
purpose: it gathers together articles 
which, because they are reprints, serve 
to show the point of view at the time 
they were written (although they are 
undated and it is often difficult to place 
them), and thus makes possible the 
view of current opinion as it was ex- 
pressed at the moment. 


THE DOWNFALL OF THE GOLD STAND- 
ARD. By Gustav Cassel. Oxford: The 
Clarendon Press, 1936, Pp. VIII-262. 
$2.25. 


A BOOK by an economist who has had 
as long and distinguished a career as 
Professor Cassel merits consideration 
by bankers especially when it deals 
with a subject of such vital interest to 
them as the gold standard. This little 
volume is written in an_ interesting 
style and reviews many of the outstand- 
ing events which have affected monetary 
policy since the World War. In some 
places, it is autobiographical in char- 
acter which adds further interest. 
There are three main criticisms which 
may be made in regard to this book or 
in regard to others on the same subject 
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which have been written by Professor 
Cassel. 

In the first place, his use of statistics 
leaves much to be desired. He is not 
always happy in his choice of statistical 
data on which to base his arguments 
and he too frequently simply ignores 
other data which do not serve to sup- 
port his line of reasoning. This failure 
on his part has been very tellingly 
analyzed in Hardy’s little book—‘Is 
There Gold Enough?” 


In the second place, Professor Cassel 
is trying to explain practically all eco- 
nomic events in terms of monetary 
policy. It is quite obvious that mone- 
tary policies have a very important part 
to play in determining economic condi- 
tions and trends, but the economic world 
is far too complex an organization to 
make possible an explanation of its de- 
velopment in terms of one set of factors 
alone. 


This point of view on the part of 
Professor Cassel leads him to make cer- 
tain rather rash statements from time 
to time as, for instance, when he refers 
to “the final failure to restore an inter- 
national gold standard system.” Time 
alone will tell whether he is right in 
this statement; certainly no real scien- 
tist will permit himself observations, 
for what appears to be certain truth 
today, tomorrow is found to be error. 

In another place, Professor Cassel 
says that a certain Swedish banker— 
referring to the pre-war period—once 
told him that if he (the banker) had 
asked the Riksbank for any consider- 
able sum of money for export he would 
have been refused. Professor Cassel 
then observes that this probably charac- 
terized the atmosphere which prevailed 
in most central banks at that time. The 
generality of these statements would 
make it difficult to pin Professor Cas- 
sel down on this point, but certainly 
ihe implication which the general reader 
would obtain from such paragraphs is 
erroneous. 

A third illustration of this type of 
illogical reasoning due to his biased 
point of view may be found where he 
refers to gold shipments to and from 
Sweden. He says that he made an in- 
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vestigation which refutes the belief that 
gold is needed for paying temporary 
deficits in current international balance 
but was caused simply by a demand for 
gold reserves at home or abroad. He 
apparently gives no consideration to 
the fact that one of the major causes 
for this demand for gold reserves is due 
to temporary deficits in current interna- 
tional balance of payments. 

The third criticism is found in the 
fact that his discussion of the gold 
standard is destructive in character. In 
no place in this book does he offer any 
practical constructive suggestions of 
how a better standard may be de- 
veloped. He is fretful and, at times, 
querulous in his condemnation of what 
has been but offers nothing better in 
its place, except perhaps to favor a 
little the sterling group and methods 
employed by Great Britain to maintain 
it. He does this in spite of a very evi- 
dent dislike of the management of the 
Bank of England. In maintaining this 
attitude, he fails to show that, if the 
sterling standard were extended to the 
whole world, it would be a very short 
step from that point to return to a gold 
standard. 

While this third criticism is the most 
serious of all, nevertheless, Professor 
Cassel renders his greatest service to 
the banking community by his trenchant 
condemnation of the gold standard, for, 
in so doing, he reveals faults, errors 
and failures which the banking frater- 
nity and the governments of the major 
financial powers must combine to elim- 
inate so far as possible if any satis- 
factory monetary standard—gold or 
otherwise—is to be restored. On this 
basis, this book is well worth reading. 


Can Inpustry GoverRN ITSELF? By 
0. W. Willcox. New York: W. W. 
Norton & Co., Inc., 1936. Pp. XIII- 
285. $2.75. 


THERE are some books that smell of 
propaganda from the instant that the 
eyes fall on the first line. In some 
instances, the motives and objectives of 
the propaganda at once become evi- 
dent: in other cases, and this is one of 
them, what is sought is not immediately 
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evident. Before the reader has closed 
the book, it is clear, however, that the 
author is a strong partisan of the pres- 
ent organization of the sugar industry 
which results, he frankly admits, in 
higher prices than are at all necessary 
to the consumer, and, by inference, that 
all industry should be organized in the 
same way regardless of the effect on the 
poor consumer. 


He calls this attitude that of “social 
economics” which he claims is essen- 
tially constructive and synthetic as con- 
trasted with classical economics which 
he states “is confined to mapping the 
trail of the ‘economic man’.” He says 
further that “the world’s economy . . . 
has by degrees drifted out of the ‘econ- 
omy of scarcity’ into the so-called and 
misnamed ‘economy of abundance’ 
which is really an economy of penury 
in the midst of overproduction, excess 
of man power and excess of productive 
facilities—sure indicia of the lack of 
competent social-economic organiza- 
tion.” Most readers will probably ad- 
mit without argument that our present 
“social economic organization” is not 
well adjusted, but it will require more 
urgent reasoning than the author has 
anywhere displayed in this book to con- 
vince most readers that the way to a 
better adjustment is to cut down the 
output of a food as desirable, not to 
say as essential, as sugar, the subject 
which forms the basis for these pseudo- 
economic observations. 

The book is primarily devoted to a 
discussion of the sugar industry in ten 
of the principal sugar producing coun- 
tries of the world and the methods which 
are employed to restrict the output of 
sugar. The author admits that this re- 
striction or proration would leave the 
production of sugar in the hands of 
those who are already in that business 
and will, in practice, debar others from 
entering. He also admits that it will 
tend to check the introduction of new 
methods of sugar production and the 
utilization of new labor saving machin- 
ery. He appears to consider such a 
condition as “socially desirable.” 

The book contains a good deal of 
factual material about the sugar indus- 
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try and, in this respect, is interesting 
and of value, but the line of reasoning 
based on this material which is fol- 
lowed by the author is so warped and 
distorted as to render the book of little 
value. The book gives evidence of hav- 
ing been prepared in haste, further evi- 
dence of this appearing in the lack of 
an index. No author can think very 
highly of his own work who allows a 
book of this kind to be published with- 


out an index. 


NEW BOOKS RECEIVED 


THE THEORY OF INTERNATIONAL TRADE 
WITH ITs APPLICATION TO COMMER- 
ciAL Po.icy. By Gottfried Von 
Haberler. New York: Macmillan. 
1936. Pp. XV-408. $5.75. 


A piscussion of the problems arising 
from international economic transac- 
tions. Translated from the German. 


Co-OPERATIVE CONSUMER CREDIT WITH 
SPECIAL REFERENCE TO CREDIT 
Unions. By M. R. Neifield. 1936. 
Pp. X-223. New York: Harper’s. 
$2.50. 


Tuts book centers attention upon the 
experience of consumers in the mutual 
financing of small loans—especially 


through credit unions. It appraises the 
strength and weakness of this develop- 
ment. 


BRITISH CORPORATION FINANCE—1750- 
1850: A Stupy oF PREFERENCE 
Suares. By George Heberton Evans, 
Jr. 1936. Baltimore: John Hopkins 
Press. Pp. VIII-208. $2.25. 

THE development of “preference shares” 

in the early history of corporation 

finance. 


INTRODUCTION TO THE PRINCIPLES OF 
Accountine. By H. A. Finney. New 
York: Prentice-Hall. Pp. XV-629. 
1936. $5.00. 

A REVISED edition of a standard work 

which has long been popular with col- 

lege and _ university teachers and 
students everywhere. Chapters have 
been revised or completely rewritten. 
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Chapter sequence has been changed in 
a few instances. New assignment ma- 
terial has been provided. 


ACCOUNTING PRINCIPLES AND PRACTICE. 
By Geoffrey Carmichael. 1936. New 
York: Longmans. Pp. _ VII-243. 
$1.00. 


A SHORT treatise on accounting funda- 
mentals. One of a series of texts under 
the general head “American Business 
Fundamentals.” 


INTRODUCTION TO Cost ACCOUNTING. 
By Norman Lee Burton. 1936. New 
York: Longmans. Pp. IX-269. $1.00. 

A BRIEF treatise on cost accounting for 

the students or general reader. One of 

a series of texts in the “American Busi- 

ness Fundamentals” series. 


THE New FEDERAL RESERVE SYSTEM: 
THE Boarp AssuMEs ConTROL. By 
Rudolph L. Weissman. 1936. New 
York: Harper’s. Pp. XII-301. $3.00. 

THE entire working of what is essen- 

tially a new system is here described 

in simple terms for the general reader 
with special attention paid to an 
analysis of the personality factors help- 
ing to shape Federal Reserve policies. 


Brookincs: A BriocRaPHy. 
mann Hagedorn. 1936. XI-334. 
New York: Macmillan. $3.50. 

AN interesting biography of Robert 

Brookings, founder of the Brookings 

Institution. 


By Her- 


VALUE THEORY AND Business CYCLES. 
By Harlan Linneus McCracken. 1936. 
Pp. XIV-259. New York: McGraw- 
Hill. $4.00. 

THE purpose of this book is to show the 

vital relation between business cycle 

theory and value theory. This is a re- 
vised second edition. 


INTRODUCTION TO CORPORATE FINANCE. 
By John C. Baker and Deane W. 
Malott. Pp. XXII-382. 1936. New 
York: McGraw-Hill. $3.00. 


THE present volume has been prepared 
to fill the need for an elementary book 
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of business cases and problems with in- 
troductory text material for beginning 
courses in the subject. 


MunicipaL Bonps—A CENTURY OF Ex- 
PERIENCE. By A. M. Hillhouse. Pp. 
XIV-579. 1936. New York: Pren- 
tice-Hall. $5.00. 

Tuts book gives the story of municipal 

debt from 1830 to date. Those who 

believe that the future of municipal 
credit can be judged by past perform- 
ance will find the work invaluable. 

Tables, appendices, and a bibliography 

give added value. 


BANKING THEORY AND PRACTICE. By 
Luther Harr and W. Carlton Harris. 
1936. Pp. XI-616. New York: Mc- 
Graw-Hill. $4.00. 


Tus is the second edition of this im- 
portant work which has been thoroughly 
revised and rewritten in the light of 
banking legislation and changes in 
banking practice since 1929. 


Two CycLes oF CORPORATION PROFITS. 
By Laurence H. Sloan, 1936. Pp. 
VII-428. New York: Harper’s. $4.50. 


A TIMELY study of actual earnings in 
135 leading American corporations dur- 
ing the 1922-1933 cycle projected into 
the 1934-19xx cycle in order to discover 
the guidance offered as to what seems 
likely to occur with profits and values. 


THe NEw SurTAX ON CORPORATIONS: 
Wuat To Do Asout It. By J. Blake 
Lowe and John D. Wright. 1936. 
Baltimore: Lowe & Wright, Munsey 
Building. $2.00. 


DESIGNED to give corporation executives 
a clear understanding of the law, the 
problems which it presents and methods 
by which these problems may be solved. 


RECENT PAMPHLETS 


A Reapinc List on Business ADMIN- 
ISTRATION. Published by the Amos 
Tuck School of Administration and 
Finance, Dartmouth College, Han- 
over, N. H. 30 cents. 

Tuis is the third revision of this valu- 


able pamphlet brought up to June 1, 
1936. It is designed chiefly as an aid 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Enroll now for fall courses. 
Private or class instruction. Day or 
evening. Native teachers. Send for 
1936 catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 


630 Fifth Ave. CIrcle 6-1416 
30 West 34th St. PEnnsylvania 6-1187 

1 DeKalb Ave., Bklyn. TRiangle 5-2123 
BALTIMORE Baltimore Life Building 
140 Newbury Street 

CRECEED. ..0cc50sssssess 30 North Michigan Avenue 
CLEVELAND Leader Building 
Detroit ..David Whitney Building 
PHILADELPHIA S. 15th Street 
PITTSBURGH ... Grant Building 
ER Continental Building 
WASHINGTON 1115 Connecticut Avenue 


to concerns which are planning the 
establishment of a staff library and for 
individuals who wish to accumulate 
books for personal reference and study. 


THe LITERATURE OF BUSINEss STATIS- 
tics: A BrptiocrapHy. By Olin W. 
Blackett. 1936. Pp. III-67. Ann 
Arbor, Mich. University of Michi- 
gan, School of Business Administra- 
tion. $1.00. 

A BIBLIOGRAPHY referring to and an- 

notating the best available material 

dealing with statistical techniques as 
applied to business. 


How To CREATE More Joss THAN MEN 
WitHout Cost To GOVERNMENT. By 
H. Ellenoff. 1936. Pp. 1-48. New 
York: The Author, 409 Pearl Street. 
25 cents. 


“THIS economic philosophy is based on 
the theory that ‘the less government the 
better,’ ‘a fair field and no favor’ and 
‘equal opportunity to all, special privi- 
lege to none.’ ” 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “‘small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKING LAW JOURNAL 
465 Main St., Cambridge, Mass. 


Please send me ‘on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


MASSACHUSETTS: THE Bay StTaTE. 1936. 
New York: Bank of the Manhattan 
Company. 

THis is a brief historical sketch of 

Massachusetts, one of a series on various 

states issued by this bank. 


ANNUAL REPORT OF THE FEDERAL De- 
POSIT INSURANCE CORPORATION. 
Washington, D. C. Federal Deposit 
Insurance Corporation. 


A REPoRT for the year ending December 
31, 1935. 


MERCHANDISING YOUR INVESTMENTS. 
By Allen Milton Bernstein. 1936. 
Pp. 1-47. New York: Greenberg. 
$1.00. 


How to apply to investments the sound 
policies and methods used in every suc- 


cessful business. 
® 


ECONOMIC SLAVERY 


Is there not some form of legislation 
which can be enacted to protect women 
and men from “chiseling” employers 
who can only profit by beating down 
wages? Certainly we should find it 
possible to enact some legislation to 
free our citizens from their present eco- 
nomic slavery. It is indeed a strange 
government that will enact anti-trust 
laws, pure-food laws, establish laws 
regulating the rates of interest, railroad 
rates and numerous other laws osten- 
sibly for the purpose of protecting its 
citizens from being exploited by others 
and at the same time permit millions of 
its children, mothers and grown daugh- 
ters to be exploited by employers who 
want the profits of their toil. American 
industrial management has not de- 
veloped to such a high rate of efficiency 
as some are inclined to think when it is 
necessary to have women toil in fac- 
tories at hard labor for low wages mak- 
ing the cars we ride in, preparing the 
food we eat, sewing the clothes we wear 
and making the whiskey we drink. We 
might better raise our sons to be 
soldiers than raise our daughters to be 
serfs to such an enslavement.—Weir 
Jepson, vice-president, Bethlehem (Pa.) 
Naticnal Bank, in “The People’s 
Money.” 





IS THE NATIONAL DEBT 
A PUBLIC BLESSING? 


EVENTY years ago the national 

debt was defined as a public bless- 

ing, says C. F. Childs and Com- 
pany in a recent bulletin. Today it 
constitutes the base of the nation’s 
major financial institutions. Insurance 
companies (holding the people’s sav- 
ings), trust funds, Postal Savings, and 
other accounts of Government agencies, 
rely upon the safety of Government 
bonds. Banks, in particular, list most 
of their assets as Government securi- 
ties. Never before was the financial 


foundation of the entire country so 
much reliant upon the Government debt. 

It is the people’s savings and de- 
posits that are involved and at stake. 
The banks have exchanged those de- 
posits for the most part for Government 


securities. They are bought with the 
people’s bank deposits. To that extent 
every depositor unconsciously has be- 
come an investor in Government bonds. 
His deposit is no safer than the bonds, 
and the bonds are no better than the 
currency with which they are to be 
redeemed. The value of bank deposits 
and insurance policies, therefore, is 
involved in the administration of the 
Government’s financial policies. 

The Congressional Act insuring or 
guaranteeing some bank deposits is 
empirical and solves no fundamental 
problems. The protective reserves being 
invested in Government securities make 
the insurance no better than the bonds 
to which the depositor’s funds are 
harnessed. 

The Social Security Act (old age 
and unemployment) is to be built on 
a foundation of Government bonds 
carried as reserves or assets. It con- 
templates the investment of many 
billions of its receipts in Government 
bonds (a fund variously estimated io 
total from five to forty billion dollars), 
Which conceivably could acquire the 


equivalent of the entire national debt. 
As hopeful beneficiaries pay their con- 
tribution to the Government, a Gov- 
ernment bond \(a promissory note) will 
likely be substituted for the funds 
which the Government will receive and 
meanwhile will surely spend. 

On a base of Government debt rests 
the financial structure of nearly every 
promotion of recent Government inven- 
tion. Such uses of Government securi- 
ties have created a pyramid built solely 
with blocks of Government debt. As 
the Government uses its own debt to 
buttress its own financial castles, such 
purchases of bonds from other present 
bondholders become a supporting mar- 
ket factor. While there exist so many 
harbors for anchoring Government se- 
curities, making constant purchases 
possible, it is particularly important 
that the securities, in which the people 
are directly and indirectly concerned, 
should not be subjected to any political 
menace that positively jeopardizes their 
value and safety. Their quoted market 
price also could reflect purchases by 
the Stabilization Fund and the Federal 
Reserve banks. Regardless of market 
value, the bonds are acceptable at par 
in settlement of some governmental 
accounts. Reaction from sales by in- 
stitutions which now hold them appear 
to be a remote consideration. The 
potential buying power of Government 
agencies and purchases for other ac- 
counts will be a constant factor to 
steady any prevailing credit level. 
Many years of prospective low interest 
rates will simplify refunding opera- 
tions. Not until the people are tempted 
by higher interest rates can the Govern- 
ment expect a transfer of any substan- 
tial amount of bank holdings of bonds 
to individuals or obtain adequate new 
loans directly from the investing 
public. Only confidence in the bonds 
and the character and conduct of our 
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Government can assure a conservative- 
minded public that the credit of its 
Government merits the fullest respect. 
No citizen of the United States can 
correctly assume that if he owns no 
Government bonds he is immune from 
whatever affects the national credit. 
He is an involuntary underwriter and 
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lender, and will be the ultimate payer 
in taxes or personal sacrifices until 
every bond is redeemed. The invest- 
ment in them has been made for him. 
It stands as a debt his Government has 
contracted for him in which he has a 
vital interest. He is actually in bond- 
age until every cent is repaid. 


Nation's Tax Burden to Double by 1950 


‘HE country’s tax burden, includ- 
‘| ing levies to be made under the 
present Social Security Act, is 
destined to double by 1950 and unless 
national income expands from the 
present $50 billions to at least $90 
billions, the United States is faced with 
the possibility of another devaluation 
within the next ten years. 

This is the conclusion of Young & 
Ottiey, Inc., investment managers, as 
analyzed in “Merchants of Debt,” a 
comprehensive survey of the changing 
character of American banking and its 
effect on securities, recently published 
in book form by that organization. W. 
von Tresckow, a member of the staff 
of Young & Ottley, Inc., and author of 
the work, has long been prominent in 
banking circles. 

In its discussion of national income, 
taxation and devaluation, the study 
points out that at the present time 
total tax collections are more than $9 
billions as against $1.6 billions around 
the beginning of the ceniury. This 
means that out of a national income 
that has increased only about three 
times during this period, more than six 
times as much must be paid in taxes. 

“In 1932 when taxation had reached 
more than 20 per cent. of national in- 
come,” it is asserted, “taxes and the 
debt burden grew so onerous that a 
devaluation of the currency proved 
politically expedient. Examining the 
record of France, Germany and Great 
Britain, as related to taxation and na- 
tional income, it is found that ap- 
proximately the same thing has been 
true. A popular demand for devalua- 
tion has arisen—or at least devaluation 
has become expedient—when taxation 


exceeded 20-23 per cent. of the national 
income. 

“Analyzing the curve of taxation in 
the United States for the past fifteen 
years, it appears that taxes may reach 
an annual total of $12 billions to $14 
billions by 1950 without the Social 
Security taxes. Including Social 
Security taxes, according to the present 
law, tax collections may reach $17 bil- 
lions to $19 billions per year by 1950. 
This would practically mean a dou- 
bling of the national tax burden in the 
space of fourteen years. 

“According to past experience, this 
huge burden can be borne without the 
threat of a strong popular demand for 
devaluation only if national income in- 
creases from the present approximate 
$50 billions annually to some $80 bil- 
lions or $90 billions by 1950. How- 
ever, to maintain a comfortable margin 
for a possible recession of income, due 
to recurring depressions, national in- 
come should increase at a rate that 
would reach $100 billions annually by 
1950. 

“A national income of $100 billions 
would mean an increase of more than 
100 per cent. over the low point of 
1932, and an increase of almost 20 
per cent. over the peak of $83 billions 
in 1929. This increase of income re- 
quired to pay the nation’s potential tax 
bill seems out of proportion with 
present prospects, and points to the pos- 
sibility of another devaluation in the 
next ten years, with violent fluctuations 
in the price of all securities a certainty 
unless there is a decided change in 
Government policy.” 

Tracing the relationship of bonds to 
deposits for the past 100 years, Young 
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& Ottley, Inc. point out that in 1834 
bonds were only 6 per cent. of deposits, 
but by 1867, at the end of the Civil 
War, this ratio had risen to 82 per 
cent. For practically twenty-five years 
thereafter, the trend was found to be 
downward, then stabilized itself be- 
tween 25 per cent. and 30 per cent. 
for the period 1892-1917. Since that 
time, it is stated, there has been a slow 
but steady upward trend in the propor- 
tion of bonds to deposits, culminating 
with the spurt during the past five years 
which lifted the ratio from 30 per cent. 
to 47 per cent. 

The trend of strictly commercial 
loans as against all loans has actually 
been generally downward since 1915, 
the study reveals, but this trend was 
hidden because of the great volume of 
collateral loans that developed in con- 
nection with the active security markets 
after the war. Recent legislation and 
regulations indicate that security loans 
in the future will be much less im- 
portant to banks than in the past. 


Dispassionate analysis of the reasons 
for the declining levels of loans in com- 


parison with deposits, the analysis 
states, indicates definitely that the con- 
dition is not temporary. Fundamental 
changes have taken place in_ the 
economic life of the nation, the survey 
adds, which have diminished the im- 
portance of bank loans in financing the 
process of production and distribution. 
American banking, “veteran survivor of 
many depressions,” is described as 
emerging from the 1929 panic a per- 
manently altered profession. 

The marked effect of the changed 
relationship of loans, bonds and de- 
posits for all banks in the country was 
summarized as follows: 

In 1929 for every $100 of capital 
funds there were $599 of deposits, of 
which $179 were in bonds and $428 in 
loans. In 1935, for every $100 of 
capital funds, there were $659 of de- 
posits, of which $309 were in bonds 
and $261 in loans. 

Capital stock, as used in these calcu- 


533 


lations, includes common stock, pre- 
ferred stock or capital notes or 
debentures, surplus, undivided profits 
and reserves for contingencies. 

Discussing the growth of funded 
debt in conjunction with the nation’s 
debt capacity, the survey points out 
that the most accurate way to ascertain 
the margin of national income that has 
been available annually for the pay- 
ment of bond interest and retirement 
of debt is to trace the growth of debt, 
national income and taxation. This is 
of particular significance to bankers, it 
is added, because a narrowing margin 
would be responsible for increasing 
both the frequency and size of changes 
in the prices and value of all securities. 

“Estimating $100 billions as the total 
funded debt currently outstanding— 
not including mortgages—the propor- 
tion of debt on which interest is paid 
from tax revenues has risen from ap- 
proximately 25 per cent. in 1902 to 
more than 50 per cent. in 1936,” it is 
added. “Analyzing conditions since 
1902, it can be estimated that the total 
of interest payments has probably in- 
creased approximately six times since 
that time. 

“The work of banks has ceased to 
be predominantly that of the making 
of loans and has turned to dealing in 
bonds. This new condition must be 
met in a period of increasing credit 
control by the Government. As a 
result, the certainty of fluctuation is in- 
troduced into the prices of securities 
quite aside from the normal interplay 
of supply and demand that have here- 
tofore formed the basis of business 
judgment.” 
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THERE are other things besides material 
success with which we must supply our 
generation. We must quicken the social 
understanding of our citizens, and give 
them the vision of those who know their 
just relations to their fellow men.— 


Woodrow Wilson. 





LETTERS TO THE EDITOR 


100 PER CENT. RESERVES 


Editor, THe BANKERS MAGAZINE: 

The article in the October issue by 
Professor Irving Fisher of Yale Uni- 
versity has especially interested me as 
the latest pronouncement on the “100 
per cent. money proposal” which was 
taken up by Professor Fisher some 
years ago. His book “100% Money” 
was published a year and a half ago 
and contains a thorough consideration 
of the proposal. 

In correspondence with Professor 
Fisher concerning his book as well 
as in my articles on money and bank 
deposits in THE BANKERS MAGAZINE 
and elsewhere, I asked what would be 
the reaction upon bank earnings if, 
by law, the requirement for reserve 
must equal deposits? Would not the 
bank’s commercial loaning power be 
reduced about three-quarters? This 
is to say that whereas at present legally 
required reserves are 50 per cent. 
higher than formerly (7, 10, and 13 
per cent.)—if the proposed 100 per 
cent. law were enacted, the necessary 
reserves would jump from the present 
average, around 15 per cent. to nearly 
seven times this average. The amounts 
of possible commercial loans would, 
apparently, be reduced in the same 
measure. The question therefore be- 
comes: Would the earnings of banks 
from commercial loans be reduced in 
this proportion? 

In Chapter IX of Professor Fisher’s 
book, he considers this question. He 
says that depositors should pay “a 
small service and warehouse charge” 
to cover the cost to the bank for book- 
keeping and other expenses of the 
checking system. Second, that “the 
risks of banking would be reduced to 
zero in checking deposit business. 
Thirdly, the necessity for holding 
“highly liquid securities which now 
earn next to nothing would be re- 
placed by assets earning bigger re- 
turns.” In the fourth place, while 
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short-time lending. and interest thereon 
would be reduced, this loss would be 
made up “probably several times over,” 
by increased lending of longer term 
money “on the basis of time, or sav- 
ings, deposits, not to mention increased 
investments.” 

Another question which arose was: 
Would the accommodation to business 
be seriously diminished under the 100 
per cent. reserve policy? The first 
answer, he states, would be found in 
the very great relief to banking and 
every other economic interest from the 
interference heretofore of booms and 
depressions which follow each other in 
the present business cycle. The stabili- 
zation of the dollar by the 100 per 
cent. reserve system would diminish 
the tendency to boom and depression 
as the latter “would never get so big a 
start since the over-indebtedness result- 
ing from booms hitherto would not be 
so great.” This facilitation of loan 
equilibrium by the “100 per cent.” 
system would bring about more normal 
and dependable interest rates, Profes- 
sor Fisher believes, which would result 
in greater gain by the banks and their 
customers alike. This important im- 
provement and his reasons therefor are 
set forth at length in his Chapter VIII, 
“Significance to Business.” 

There are too many technical and 
intricate features resulting from the 
proposal for us to critically value them 
in brief, but a very striking element 
of support for the practicability and 
benefit both to banking and to business 
is given by the endorsements, in prin- 
ciple at least, of many bankers, busi- 
ness men, economists and students of 
monetary affairs listed in the preface 
of Professor Fisher’s book. These add 
to the importance of the statements in 
his article in the October number to 
which I have referred. 


Harvey S. Case, C.P.A- 


South Hamilton, Mass. 
October 24, 1936. 
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Editor, THE BANKERS MAGAZINE: 


I have read with much interest the 
article entitled “The Banker’s Interest 
ii: 100% Money” by Professor Irving 
Fisher. 

I, for one, take issue with his state- 
ment that the “5-cent charge yields a 
satisfactory profit.” 

As to the main subject of his article, 
while I am not in a position to agree 
or disagree with him in his contention 
that demand deposits should be secured 
by a reserve of 100 per cent, I have 
noticed in this, and in previous articles 
written by him on the subject, an in- 
consistency in that he refers to the 
present reserve as a 314 per cent. 
reserve, because the fractional reserve 
required to be carried by member 
banks of the Federal Reserve System 
is deposited with the Federal Reserve 
banks, and the Federal Reserve banks, 
in turn, are required to carry only 35 
per cent. reserve against the deposits 
of their member banks; thus he reasons 
that every $10.00 of member bank re- 
serve behind each $100 of demand 
deposits is supported by only $3.50 
of Federal Reserve bank reserve. Yet, 
when he proposes a 100 per cent. 
reserve against demand deposits, he 
does not definitely state just how this 
increase is to be accomplished, that is, 
he does not make it entirely clear if 
BOTH the member banks and the Fed- 
eral Reserve banks should be required 
to carry 100 per cent. reserve; the 
former against their demand deposits, 
and the latter against the deposits made 
with them by their member banks. In 
the event he has in mind that the 
Federal Reserve banks should carry 
a 100 per cent. reserve, he might en- 
lighten his readers and others interested 
in the subject, by expressing an opin- 
ion as to what that reserve should 
consist of. In other words what would 


he use for money? 

Another great weakness in Professor 
Fisher’s contentions for 100 per cent. 
reserve against demand deposits is the 
total lack of attention given to so- 
called time or savings deposits, and it 
seems to me that the solution of the 
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time deposit problem, that is, devising 
a method for bringing the liability for 
that type of deposit into conformity 
with the nature of the asset in which 
it is invested; or in other words, pro- 
tecting a bank against the necessity of 
having to pay out this type of deposit 
practically on demand, is of far more 
importance from the standpoint of 
stabilization, than is the question of 
reserves against demand deposits. 

It would be interesting if Professor 
Fisher could give the matter some 
further thought and not only make 
himself a little more clear on just 
what he proposes in the matter of 100 
per cent. reserves against demand de- 
posits, but more important, that he give 
some real thought and consideration to 
the problem of time or savings de- 
posits, and how the banks may protect 
themselves against their withdrawal in 
substantial amounts in times of uncer- 
tainty and panic. 

The man who solves that problem 
will, in the solving of it, automatically 
solve innumerable other problems. 

New York State BANKER. 
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Editor, THE BANKERS MAGAZINE: 


It is difficult to understand how any 
student of banking can advocate, as 
Professor Fisher does, the so-called 100 
per cent. reserve plan which, as he 
states, involves making business loans 
out of savings deposits and using de- 
mand deposits purely for checking pur- 
poses with a high service charge to pay 
expenses. The scheme shows the ex- 
tremes to which some people can shift 
from a generally accepted point of view 
to something diametrically opposite in 
their efforts to explain past panics or 
to find a panacea for the future. 

Not so many years ago emphasis of 
nearly all banking students, and my 
recollection is that Professor Fisher 
was one of them, was on elasticity—the 
currency to expand and contract in ac- 
cordance with the demands of business. 
The example most used was the neces- 
sity of expansion of currency to pro- 
vide for the wages of harvesters in the 
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fall and for “moving the crops.” A 
school of writers has grown up in re- 
cent years, apparently starting in 
Austria, which has decried elasticity, 
and the extreme quantity of money 
theorists, or monetary magicians, want 
to keep demand deposits which they call 
“money” or “bank money” rigid. De- 
posits decline greatly during a period 
of depression or liquidation because 
people are paying their debts, but ac- 
cording to these theorists they must not 
be allowed to decline but must be held 
up artificially. 

The 100 per centers fail entirely to 
realize, as Dr. Benjamin Anderson 
pointed out, that banks can loan more 
money when their deposits are low, sup- 
posing that deposits have been decreas- 
ing wholly by the payment of loans and 
not by “runs” or withdrawal of cur- 
rency, than when their deposits are 
high. It is not a question of volume 
deposits but of the relation of deposits 
to reserves. If I owe $1000 to a com- 


mercial bank and have accumulated a 
balance sufficient to pay the note off, 


is the bank less able to make loans 
when I have drawn my check and re- 
duced deposits by $1000 at the same 
time that I have reduced loans by 
$1000? The common sense idea would 
be that having paid the bank $1000 the 
bank has that amount to loan to some 
body else, and that is substantially 
true because $100 of reserve has been 
released against which $1000 can be 
loaned again. Certainly no one’s pur- 
chasing power can be reduced when I 
pay my $1000 unless it is my own, 
but I am certainly not worse off be- 
cause I have paid my debts. In all 
probability I have put myself in a posi- 
tion where, other things being equal, 
I could borrow not only $1000 but 
rather more than that if and when 
needed. 

The whole scheme falls to the ground 
when subjected to a careful analysis. 
It is a cart-before-the-horse idea. The 
chief recognized causes of price de- 
clines, overspeculation, overproduction 
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of certain staple commodities, chaos in 
international trade due to currency 
wars, tariff restrictions, quotas, etc., are 
all completely ignored, though anyone 
with any common sense knows that they 
must have had profound influence on 
prices. The 100 per cent. scheme is 
contrary to common sense and unwork- 


able. 


EpmunpD P att. 
New York, N. Y. 
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PAN AMERICAN RELATIONS 


Editor THE BANKERS MAGAZINE: 

May I, through your correspondence 
columns, call the attention of your 
readers to the programs of this commit- 
tee in Guatemala and Mexico? 

The Twelfth Seminar in Mexico will 
be held next July, and will, as usual, 
be led by a distinguished group of 
authorities on Pan American affairs, 
including Herbert J. Spinden, Rene 
d’Harnoncourt, Chester Lloyd Jones 
and Charles A. Thomson, as well as 
by prominent Mexicans. 

As a part of that seminar there will 
be held the First Festival of Pan Ameri- 
can Chamber Music, sponsored by 
Elizabeth Sprague Coolidge and di- 
rected by Carlos Chavez. In addition, 
the committee is conducting in Janu- 
ary and February a two weeks’ seminar 
in Guatemala, with a program organ- 
ized along the familiar lines of the 
seminar in Mexico. The committee 
also announces for February a mid- 
winter institute in Mexico, with a pro- 
gram of lectures, round tables and 
field trips. Membership in these semi- 
nars and institutes is open to men and 
women concerned for the increase of 
inter-American understanding. Appli- 
cations and requests for information 
will be welcome. 


Husert Herrine, Director 
The Committee on Cultural 
Relations with Latin America, 
289 Fourth Avenue, New York. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Treasury Refunding and Bank Investments 


VERYONE knows that our com- 

mercial banking institutions hold 

an extremely large proportion of 
the national debt. It is a matter of 
common knowledge, an obvious fact 
even among those untutored in the field 
of banking. During the past few years, 
Federal finance has been an extremely 
popular topic, having been discussed 
with interest generally reserved for more 
popular, emotional themes. Conse- 
quently, it is only natural that the prob- 
lem of bank investments, so closely re- 
lated to the Federal borrowing pro- 
gram, should have been brought to the 
fore. 

After four years of enormous budget- 
ary deficiencies, during which time in- 
stitutional investors advanced the funds 
required for governmental expenditures, 
it now appears more likely that the 
size of our deficits will tend to de- 
crease. Though this may sound like 
pious hope or prayer to many, it is 
something that must occur if outright 
currency inflation is eventually to be 


BILLIONS 
OF 
DOLLARS 


MEMBER BANK HOLDINGS OF U.S. SECURITIES 
COMPARED TO TOTAL OUTSTANDING 


avoided. Only an extremely irrespon- 
sible administration could fail to real- 
ize this and neglect to shape its policy 
accordingly. A saner trend regarding 
money matters is expected to develop 
—the result of a firmer attitude regard- 
ing extraordinary expenditures and a 
general improvement in industrial con- 
ditions and employment. In any event, 
however, the drain on the capital mar- 
ket will tend to diminish. And with 
the gradual disappearance of the Treas- 
ury’s problem of financing constantly 
recurring deficits, a refunding of this 
government’s short-term debt will not 
only be proper but possible. 

On June 30, 1936, the U. S. Treasury 
short-term debt consisting of notes, 
bills, and certificates of indebtedness, 
amounted to the staggering sum of 
$14,376,000,000. This total was ap- 
proximately 44 per cent. of the entire 
direct U. S. Government interest bear- 
ing debt on that date. The Treasury 
statement of October 31 indicated that 
about $2,353,000,000 of bills would 
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mature during a period extending from 
that date until the end of next July. 
From a more immediate standpoint, it 
must be realized that some $758,000,000 
of maturing Treasury bills and notes 
will have to be met by the middle of 
December and that an additional $429,- 
000,000 of notes will have to be taken 
up by the beginning of next February. 

Latest advices indicate that payment 
of these issues will be made out of the 
Treasury’s cash balances and through 
the sale of long-term bonds. The 
Treasury experimented with long-term 
issues twice this year and on both occa- 
sions the flotations proved successful. 
This was construed favorably for future 
operations. Further activities, of 
course, will far exceed in volume the 
total of those flotations which have al- 
ready occurred this year. It is obvious 
that a refunding of the huge total of 
securities outlined in the preceding 
paragraph will involve a series of op- 
erations extending over a period of a 
few years. As Federal Reserve mem- 
ber banks alone held $11,721,475,000, 
or 36 per cent., of all direct U. S. se- 
curities on the last mid-year call date, 
it is readily apparent why any change 
in the methods of Treasury finance is 
bound to affect the status of bank bond 
investments. 

A refunding of the Treasury’s float- 
ing debt into long-term issues will un- 
doubtedly lead to a change in the com- 


position of bank holdings. Perhaps 
the relationship may be impressed by 
referring to Chart I, where the bar 
charts graphically portray a compari- 
son of member bank holdings of bonds, 
notes, and bills to the total of each 
type of obligation outstanding on June 
30, 1936. It is interesting to observe 
that member bank holdings of notes 
amounted to 43 per cent. of all those 
outstanding while investments in bills 
aggregated some 51 per cent. of its re- 
spective total. The pie charts indicate 
that short-term issues comprised 44 per 
cent. of the total direct U. S. Govern- 
ment debt while notes and bills were 
55 per cent. of all member bank hold- 
ings. 

Any debt conversion into longer ma- 
turities is bound to bring about a re- 
adjustment in bank bond portfolios. 
Until this year, the Treasury financed 
the major portion of its deficit by issu- 
ing short-term obligations at low inter- 
est rates. These, the banks were eager 
to purchase. But long-term issues are 
a different story. In view of the high 
level at which they are now selling, 
and considering the functional undesir- 


1$146,000,000 of certificates of indebted- 
ness are included with bills in Chart I. 
These were obligations of the adjusted 
service certificate and unemployment trust 
funds and were not held by commercial 
banks. 
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ability of loading up the banking sys- 
tem with long-term assets, it is difficult 
to visualize the full replacement of ma- 
turing bills and notes with bonds. Fur- 
thermore, examination of investment 
policies of different banking groups 
supports this point. Chart II clarifies 
the situation by presenting a break-up 
of U. S. security holdings by central 
reserve city, reserve city and country 
banks. 

It is evident that the largest volume 
of governments resides in the portfolios 
of the central reserve city banks—those 
institutions at the money centers, New 
York and Chicago. It is also apparent 
that this group displays a marked pref- 
erence for the shorter term issues, in 
which respect it is followed in lesser 
degree by the reserve city banks. The 
central reserve city banks are, to a great 
extent, bankers’ banks and must main- 
tain highly liquid positions. The chief 
function of their large holdings of gov- 
ernments, particularly notes and bills, 
are to serve as secondary reserves with 
which to meet possible demands for 
funds by other institutions, in this coun- 
try and abroad. Accordingly, it does 
not appear likely that they will sub- 
scribe too heavily for bonds sold by the 
Treasury; rather, it appears more prob- 
able that they will scale down their 
holdings by neglecting to replace some 
of the maturing issues. Country banks 
will be relatively less affected by any 
change in methods of financing because 
of their large bond holdings. 

The refunding program may result 
in a redistribution of Treasury obliga- 
tions, not among the various commer- 
cial banking groups, but among the dif- 
ferent types of financial institutions. 
If commercial banks pare down the 
total of their U. S. security investments 
to avoid holding an excessive propor- 
tion of long-term issues, the additional 
burden will probably be assumed by 
savings banks, insurance companies and 
other institutional investors. In the 
light of present conditions, it seems im- 
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probable that the general public can 
be induced to invest heavily in U. S. 
Government bonds. Banking statistics 
seem to confirm the belief that holdings 
of individual investors have tended to 
decrease rather than expand. 

The investing of those funds accumu- 
lated under the Social Security Act 
injects a new factor into the situation. 
It has been estimated that about $6,- 
900,000,000 will be collected by 1945 
and, according to the terms of the Act, 
this huge sum will be invested in gov- 
ernment bonds bearing interest at the 
rate of 3 per cent. This may very well 
provide the solution for the Treasury’s 
problem, as new bonds might be di- 
rectly exchanged for cash. Heavy mar- 
ket flotations would then prove less 
necessary. 

This discussion merely crystallizes 
some of the prevailing thoughts regard- 
ing the forthcoming Treasury refunding 
operations. But, after all, conclusions 
have been based solely on known fac- 
tors. Economic and monetary changes 
are proceeding so rapidly that financial 
observers must provide themselves with 
crystal balls as necessary adjuncts to 
their standard statistical equipment. 
Forecasting is an extremely hazardous 
occupation. 
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ADVERTISING BUDGETS 


You would be surprised and shocked 
to look over some bank [advertising} 
budgets and see the huge number of 
odds and ends that are paid for doc- 
ilely each year, simply as a matter of 


habit. One officer happens to like a 
certain outdoor board because he per- 
sonally drives past it each morning. 
Another has a friend in the school book 
cover or novelty business, and these 
make their sale to the bank each year. 
I am not belittling these media—but 
they and all the rest should be selected 
solely on their merits.—Merrill Ander- 
son. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


The General Situation 


UT of the welter of foreign polli- 
tics, money devaluation, trade 
quotas, exchange restrictions, and 

other disturbing influences, a very 
curious situation has developed, hav- 
ing its chief repercussion, again rather 
curiously, on financial affairs here in 
the United States. This country, be- 
cause of the influences named, is re- 
ceiving an unwanted inflow of capital 
from abroad, resulting in further in- 
flation of an already expanded stock 
market, threatening a repetition of the 
disastrous collapse which took place in 
the autumn of 1929. Again, rather 
curiously, it is this fear, more than the 
inconvenience that may be caused by 
any sudden withdrawal of funds from 
New York, that has caused Treasury 
officials in the United States to give 
consideration to some legislative meas- 
ure designed to restrict the inflow of 
foreign funds. 

The dangers inherent in the sudden 
withdrawal of foreign funds in large 
volume from any of the world’s finan- 
cial centers have been long recognized. 
Such withdrawal by France was a con- 
tributory factor in precipitating our 
market collapse in 1929, as_ with- 
drawals from various sources brought 
about the breakdown of the gold stand- 
ard by Great Britain in 1931. But it 
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is a somewhat novel experience to 
show concern about foreign investing, 
although it is clear enough that its 
corollary may be repatriation of the 
exiled funds. 

What is the general situation in 
Europe? The civil war in Spain goes 
on, and appears to be taking on the 
aspect of a war to the death between 
opposing theories of government and 
society in general. The mad armament 
race continues, and in so staid a 
country as England fault is being 
found with its slow pace. But, with a 
cheerfulness hardly warranted by the 
glowing outlook, Premier Blum of 
France still cherishes hopes of Euro- 
pean disarmament. 

A picture of Europe, gloomy in the 
extreme, is presented by Sir Philip 
Gibbs in his book, “European Jour- 
ney.” If the testimony of those with 
whom he talked in his travels is 
to be credited, things are in a bad way. 
Summed up, the verdict is that Europe 
and the world are mad. Several years 
ago, a leading financial authority ex- 
pressed the view that the whole world 
was crazy, but the United States, he 
added, is just a little crazier than other 
nations. Perhaps now he would con- 
cede that the situation has been re- 
versed. At least, the huge inflow of 
foreign capital into the United States 
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would seem to indicate a belief that 
here funds may find their safest and 
most profitable employment. 


But the whole world is neither mad 
nor warlike. The American Secretary 
of State, long laboring to extend trade 
as a means of promoting peace, has 
gone to Buenos Aires to attend a Pan- 
American Conference designed to bring 
about closer commercial and financial 
relations among the nations of the 
Western Hemisphere. 


Great Britain 


In general it may be said that British 
trade and industry continue the for- 
ward movement in progress for some 
time. Recent months have witnessed 
an almost spectacular revival in heavy 
manufacturing, but this has arisen 
largely from a feverish desire for re- 
armament. The building trades are 
still active, unemployment steadily de- 
creasing, and strikes among laborers 
less frequent than for several years. 
Reports of the Ministry of Labor show 
that the number of insured persons at 
work in Great Britain, at a recent date, 
was 10,961,000, compared with the 10,- 
461.000 on August 26, 1935. On 
August 24 last the number registered 
as unemployed had fallen to 1,613,940, 
compared with 1,947,964 on August 
26, 1935. The unemployed are now 
oi than at any time since February, 
930. 


With the progress in trade and in- 
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dustry, it is natural that prices should 
be tending upward, and commenting 
on this fact, the Monthly Review of 
Barclays Bank Limited says that in the 
United Kingdom wholesale commodity 
prices, as measured by the Board of 
Trade index, decreased between Janu- 
ary and December, 1930, by over 15 
per cent. from 108.5 (1930 = 100) to 
91.9 and, apart from temporary pe- 
riods of recovery, notably just after the 
suspension of the gold standard in 
1931, the movement continued until 
March, 1933, when the index reached 
the lowest point for the depression of 
82.7. Since then, there has been a 
recovery, although the trend has not 
been uniform and, at most times, the 
short period changes have been of only 
moderate dimensions. Nevertheless, the 
Board of Trade index for August, 1936, 
of 95.2 was the highest reached for 
nearly six years and it showed an im- 
provement of about 8 per cent., com- 
pared with August, 1935. 

Speaking of the devaluation of the 
franc, Lloyds Bank Limited Monthly 
Review expresses the opinion that 
while Great Britain may lose some of 
its competitive advantages over France 
and other countries heretofore con- 
stituting the gold bloc, “but in the 
long run British trade should gain 
greatly on balance from the devalua- 
tion of the franc and its consequences.” 

Reviewing the foreign trade situation, 
Westminster Bank Review says that 
the returns of overseas trade have re- 
sumed their more favorable trend, after 
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the disappointing figures for August. 
Imports in September, at £71,891,528, 
were nearly £6 million above those of 
the previous month, and as much as 
£11 million in excess of those of Sep- 
tember 1935. Exports also made a 
better showing, and at £40,815,403 
were over £1 million above the August 
figures, and nearly £3 million higher 
than in the corresponding month of 
last year. 

In its 
Economist of October 17 


Banking Supplement The 
treats at 


length of the part played by British 
banks in the recovery of industry and 


trade. From this article these extracts 
are made: 

“Reference to recent issues of the 
Economist Monthly Trade Supplement 
shows that there is no doubt about 
the continuance of the trade revival. 
The Economist’s business activity index 
number rose at the end of August to 
a new high record of 10814, and recent 
trade reports show that recovery is be- 
coming more general and widespread. 
What part has the banking system 
played in the recovery of the past four 
years? And what are the present and 
future functions of the banks, if re- 
covery is to continue? These are the 
questions which we propose to discuss 
today, and while the technique may 
have to be altered to meet the new 
conditions created by the devaluation 
of the franc, the basic principles hold 
good. 

“The banking system, including both 
the Bank of England and the joint- 
stock banks, has two main functions. 
First it has to determine the total 
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supply of credit; and second it is 
charged with the duty of the distribu- 
tion of credit. The former falls within 
the province of the Bank of England 
acting largely in codperation with the 
Treasury; while the latter is under 
the control of the joint-stock banks. 
The importance of these functions is 
that not only do they determine the 
total amount of credit available and 
how it is used, but indirectly they de- 
termine its cost, that is the short-term 
and long-term rates of interest. 

“To sum up, the two problems be- 
fore the banking world are (a) the 
creation and maintenance of an ade- 
quate total supply of bank cash and 
credit; and (b) its equitable distribu- 
tion in such a way as to meet all 
legitimate demands for bank loans and 
also to maintain a low level of short- 
term and long-term rates for bills and 
securities respectively. The indications 
of the measure of success of current 
banking policy lie in the satisfaction 
of the demand for bank loans and more 
precisely in the level of discount rates 
and the firmness of the gilt-edged mar- 
ket. Another indication lies in the 
power of the new capital market to 
take up any new issues of a legitimate 
and productive character. These are 
the real tests, and notwithstanding the 
monetary disturbances of the summer 
they are being adequately fulfilled. In 
other words, the technique of the mone- 
tary and banking problems of today 
has been worked out and is being 
applied successfully. This is the banks’ 
contribution to recovery, and the final 
proof is that recovery is continuing.” 
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France 


As reported by The Economist (Lon- 
don), the 1937 ordinary French budget 
shows a deficit of 3700 million francs, 
and two components of the extraordi- 
nary budget—a joint military and 
emergency air programme involving 
loan expenditure of 8500 million francs 
and a public works programme of loan 
expenditure of about 3500 million 
francs—bring the total of 1937 state 
expenditure uncovered by revenue up 
to 15,700 million francs. 

Commenting on conditions in France, 
The Statist (London) says that no 
French government will have succeeded 
until capital is repatriated. The re- 
patriation has not yet occurred and 
there are few signs of its doing so in 
the near future. 


Denmark 


Exports of agricultural produce for 
the first eight months of 1936 increased 
by Kr. 65,000,000 over the correspond- 
ing period of 1935. The rise of Kr. 
7,000,000 in import of raw materials 
for agriculture left an excess of ex- 
ports for the eight months of 1936 at 
Kr. 544,000,000, compared with 486,- 
000,000 for the like period of 1935. 


Germany 


TuIs country is experiencing difficulty 
in carrying out its four-year plan ow- 
ing to the rise in prices, contrasted 
with the tendency of wages to remain 
stationary. In industry a rise in the 
price of manufactured goods continues, 
and there is also a marked gain in 
the output of iron and steel. The ques- 
tion of securing a sufficient supply of 
raw materials for industry continues 
perplexing. 


Holland 


Ix speaking of the gold embargo, effec- 
tive since September 27, the Monthly 
Review of the Rotterdamsche Bankve- 
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reeniging says that this has led to the 
same conditions as those prevailing 
from August, 1914, until the end of 
April, 1925, viz. suspension of the 
gold currency, but no fixed amount 
of devaluation. 

No restrictions are placed on the 
export of capital, this remaining quite 
free, as it was before. 

An exchange equalization fund of 
fls. 300 mill. will be created. 

The rate of the guilder will decrease 
somewhat in terms of dollar and ster- 
ling. 


Sweden 


In its Quarterly Report (October) the 
Skandinaviska Kreditaktiebolaget says 
that business in Sweden on the home 
market is still uncommonly active. 
The business activity index of the 
Skandinaviska Bank, which shows the 
value of the clearing of commercial 
paper, was 101.4 for the last quarter, 
as compared with 101.8 for the pre- 
ceding quarter and 100 on an average 
for 1929. The value of this index 
thus continues, showing an_ increase 
as compared with the last-mentioned 
peak year, despite the fact that prices 
are now lower than then. 


China 


THE Ministry of Finance now requires 
commercial savings banks to set aside 
one-fourth of their .total deposits as a 
reserve fund, to be deposited with the 
Reserve Board of the Central Bank of 
China. During the first six months of 
this year seventy-six banks made such 
deposits in an aggregate of $491,000,- 
000. 


Italy 


HERE is the manner in which the 
Association of Italian Corporations and 
the Fascist Confederation of Indus- 
trialists describes “The Situation” as 
existing in October: 

“Amid a Europe divided into hostile 
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camps on practically every point— 
financial, commercial, economic, social, 
religious, and political—in which the 
League of Nations, established to pro- 
mote peace and friendly intercourse 
between all peoples, has for the past 
two years become an institution es- 
tranged from realities, absorbed in 
legal quibbles, and in practice feed- 
ing fuel to prospective fires rather than 
pouring oil on troubled waters, Italy 
keeps the even tenor of her ways. 


“United on the home front as never 
before in her age-long history, desirous 
of peace and collaboration with all, 
but strong enough to pursue an inde- 
pendent policy consonant with her own 
best interests, the whole energies of 
her peoples are engaged in carrying 
out government policies for strengthen- 
ing her internal economic structure and 
laying the foundations for the develop- 
ment of her colonial Empire.” 


The Argentine 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following information under 
date of November 6: 

The favorable balance for Septem- 
ber was m$n 61,976,410. This brought 
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the favorable balance for the 9 months 
up to m$n 308, 798,000 or only m$n 
17,752,000 below the same period last 
year. At the end of the month of 
June the difference was m$n 105,679,- 
941 against this year and it now seems 
quite probable that the total favorable 
trade balance for 1936 will surpass 
that of last year. 

The former “gold block” currencies 
are quoted at present in the local mar- 
ket as follows: The French franc 
16.78, Swiss francs 82.85, Italian lira 
18.98 and the guilder at 194.40 pesos 
per hundred. 

The Central Bank Statement of Octo- 
ber 15 shows: 

mn 

Gold and Exchange 1,357,590,917 
Rediscounts (rate 34 per cent.) 
EVGRBURY “DOMES «05 6-0:5'5 0:0 s0 0% 
Currency in circulation (z)... 
RMI 5: 012'u ec cicie Sra’erivioooe bere 
Reserve against currency 134.06 

Reserve against combined currency and 

deposits 86.95 
(z) includes Government backed 

sidiary coinage for m$n 211,783,658. 


1,224,480,538 
546,433,806 


sub- 


At par one gold peso equalled $0.965 
U. S. gold and one paper peso equalled 
$0.4245 gold at the former parity of 
the dollar; present exchange value of 
the paper peso is approximately $0.28 
U. S. currency. 


INTERNATIONAL BANKING NOTES 


InpUsTRIAL BANK OF JAPAN.—This in- 
stitution for the half-year ending June 
30 reported net profits of 2,083,206 
yen, added to a balance of 1,353,853 
yen brought forward from the preced- 
ing term, bringing the total to 3,437,059 
yen. From this sum there was set 
aside 400,000 yen as reserve, 100,000 
yen for dividend equalization reserve, 
leaving 1,357,059 yen to be carried for- 
ward. Dividend to shareholders was 
at the rate of 6 per cent. per annum. 


Witurms Deacon’s Bank LIMITED.— 
On October 26, on the same site 


occupied for 160 years, this bank 
opened its new premises, 20 Birchin 
Lane, London. In 1930 the bank con- 
cluded an alliance with the Royal Bank 
of Scotland, which has been found 
mutually advantageous. 


Rurav Bank oF NEw SoutH WALES.— 
After two years of operation from its 
head office at Sydney and with thirty- 
five branches, this bank reported assets 
of £29,547,091, and liabilities £27,608,- 
454. Net profits for the year ending 
June 30, 1936, were £60,241, carried 
to reserve fund and making the total 
of that account £1,349,908. 





for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation. 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — CHICAGO: 27 South La Salle St. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current Conditions in Canada 


CCTPNHE beginning of winter,” says 
the November 23 Letter of the 
Bank of Montreal, “finds busi- 

ness conditions in Canada better than 

at the corresponding date for some 
years past, and an authoritative eco- 
nomic expert in the United States 

(Col. L. P. Ayres, of Cleveland) esti- 

mates that, whereas his own country 

has regained up to date 70 per cent. 
of the shrinkage in business that has 
been visible since the depression be- 

gan in 1929, Canada has regained 97 

per cent. of her loss. 

“Both manufacturers and wholesale 
houses report a satisfactory inflow of 
orders and it is estimated that the level 
of retail trade is about 10 per cent. 
higher than it was a year ago. In- 
creased purchasing power in the rural 
communities is now making itself felt, 
and thanks to the rise in grain prices 
there is, despite the short crop, more 
money in circulation in the Prairie 


Provinces than at the beginning of last 
winter. The western wheat crop is be- 
ing rapidly marketed, and if the present 
rate of disposal, which had on Novem- 
ber 6 brought the visible stocks of 
Canadian wheat down to 148,957,583 
bushels as compared with 269,166,296 
bushels on the corresponding date in 
1935, continues, the carry-over at the 
end of the crop year should be reduced 
to normal dimensions. 

“The ocean shipping season has been 
good and the tourist trade of the sum- 
mer season increased by an estimated 
number of one million persons, bring- 
ing the total up to a figure greater than 
that of 1929 when the tourist expendi- 
ture in the Dominion reached $309,- 
000,000. Allowing for a difference in 
spending capacity, the estimated value 
of this traffic in 1936 is $285,000,000. 

“The level of production in the first 
nine months of this year was substan- 
tially higher than in 1935, mining, 
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manufacturing, electrical power and 


railway transportation participating 
largely in the improvement, the Gov- 
ernment’s manufacturing index averag- 
ing 106.2, a gain of 9.8 per cent.” 
How Canada is recovering is shown 
in the November publication of the 
Royal Bank of Canada. From this it 
appears that the total income of the 
Canadian people for 1936 wiil be be- 
tween 80 and 85 per cent. of normal, 
an increase of about 16 per cent. as 
compared with 1935. Total income of 
the mines will be more than 50 per 
cent. in excess of 1926, and manufac- 
turing income approximately the same 
as for that year, the electrical product 
will be about doubled. But, compared 
with 1926, agricultural income has de- 
clined by some $600,000,000, and the 
value of construction in the current 
year only about two-fifths of normal. 
Since the population of Canada is 
about 19 per cent. greater than in 1926, 


for per capita income and purchasing 
power to equal that of 1926 the total 
—based on the assumption that the 
price level was equal in the two years 
—would have to show an increase of 
19 per cent. 

The reduced buying power of the 
farmer is regarded as the largest ad- 
verse factor in the present situation. 
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THE NEED FOR BANKING 
RESEARCH 


Untit recently, bankers as a group 
have shown little or no continuous in- 
terest in research work. 

This record is appalling if we re- 
member that banking is the single big- 
gest business in the United States today. 
Its resources of some $60 billion exceed 
the total assets of all life insurance 
companies and railroads combined. It 
comes into direct contact with millions 
of people every day. What is more, 
there is a strange paradox in the bank- 
ing business. Banks spend millions of 
dollars every year on credit and invest- 
ment analysis—finding out about other 
people’s business. Until recently, how- 
ever, they have spent little or nothing 
finding out about themselves. Bankers 
have studied every business except their 
own. 

This attitude shows signs of chang- 
ing, however. At the present time the 
bankers’ associations of almost 40 
states, including about 85 per cent. of 
the banking resources of the country, 
have approved the initiation of research 
projects. Several more states are likely 
to take favorable action shortly. Not 
all of these associations, it is true, have 
made much progress up to the present 
time in the way of actual research, but 
slowly and surely the research commit- 
tees are being appointed, subjects for 
investigation are being selected, and the 
work is being initiated. This is the first 
time in history that bankers have evi- 
denced any widespread interest in this 
important work.—Roy L. Reierson, 
Bankers Trust Company, New York. 





ADVERTISING AND PUBLIC RELATIONS 
Guest Editor, Rod Maclean 


Advertising Manager, California Bank, Los Angeles. 


Clothes Make the “Ad” 


OMPETITION may be the life of 
trade, but it’s the death of many 
a good run-of-the-mill ad. 

If we could only corner old John 
Public and show him our ad on 
hundred-pound coated stock, as we see 
it come from the typographer, John 
would be a push-over. But he doesn’t 
see it that way. In fact (an anti-social 
nature having enforced co-habitation 
of thorns and roses, slipped a snake 
into the grass of the Garden of Eden, 
and encouraged the lowly worm in his 
apple-a-day depredations), you and I 
have to admit that sometimes John 
doesn’t see our ad at all. Trouble is, 


of course, that the ad that looks com- 
paratively “hotcha” when reigning in 


solitary splendor, loses most of its 
“oomph” when caught in the scream- 
ing, pulsating maelstrom that is a daily 
metropolitan newspaper. 

It behooves us to tie a string on one 
of our fingers and keep it there; or to 
coin a suitable motto, frame it and 
hang it “on the line” in our bailiwicks 
—at least figuratively. And the thing 
we are to remember is that other ad- 
vertising, though it clarions from neigh- 
boring columns, is not our only, not 
even our chief, competition. No. Our 
ads compete for attention with the 
news stories, gossip columns, comics, 
and editorial matter that comprise the 
“meat” of any major publication worth 
its salt. 

Add to this the fact that, up to the 
present time, no legislation has been 
enacted forcing Mr. Public to read our 
ads, and we'll probably feel a slight 
amazement creeping over us to think 
that some of our past efforts have 
actually brought customers into the 
bank. We may also feel impelled to 
gird up our loins—in fact to gird 


’em away up—before going to work 
on the next ad on the list. 

First thing to do in preparing it is 
to dig up the old formula, dust it off 
and place it on pedestal number one. 
You will remember that, at somebody’s 
knee, you learned that an ad has a 
four-fold duty: 

1. To attract attention. 

2. To Arouse Interest. 

3. To Create Desire. 

4. To Get Action. 

Old stuff? Sure; but just for a 
moment let’s have a sort of revival 
service. 

So . . .. that’s the formula and 
it now is to be taken in conjunction 
with the knowledge of the competition 
we creators of advertising are up 
against. 

To attract attention is layout’s job. 

To arouse interest, create desire and 
get action is up to copy. 

A national advertising agency with 
many an impressive scalp at its bell 
sets for its writers the task of making 
copy “sing.” And what’s good enough 
for them should be almost good enough 
for us; so let’s make our copy sing— 
particularly our headlines. 

But the first impact, the attracting 
of John Public’s attention—that is lay- 
out’s job. And if layout falls down 
there, your copy, though it be golden- 
voiced as Caruso, will sing at best to 
a few scattered listeners. 

Or, to put it another way: If there 
still remains any argument between 
the advocates of copy iiber alles versus 
those of the layout iiber alles faction 
we unreservedly cast our lot with the 
latter group. This being the opinion 
of one who prepares both layout and 
copy it may be considered to hold less 
bias than most. 
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Being an opinion, however, rather 
than factual evidence, it seems to call 
for a little “reason why” copy. 

Very well; picture this: "Tain’t a fit 
night out for man nor beast. It’s been 
raining cats and dogs for a fortnight. 
The oldest inhabitant has just com- 
mitted suicide. And now what dya 
think? The railroad bridge has just 
gone out, with old 44 coming around 
the mounting any minute. Old Steve 
McGonigle jumps into his track shoes, 
grabs a lantern and hikes up the line 
to flag that train. 

44 screams and shudders to a stop 
fourteen inches from the river’s edge! 
Saved! 

So what? So this: Steve had a 
story to tell every person on that train; 
not only an interesting story but a vital 
one. The moral being, of course, that 
he first had to attract attention. He 
did it with a lantern. We do it with 
layout. 

Or take Isaak Walton. Isaak knew 
about fish; he knew all the angles; he 
was one of Friday’s children. Isaak 
wrote a book and started a cult. The 
disciples of this cult sincerely believe 
that trout is King and that a singing 
reel is sacred music. The object of their 
game, of course, is to catch fish. For 
this purpose cultists buy an array of 
paraphernalia which makes a golfer’s 
equipment seem puerile and rudi- 
mentary. To make the story a little 
shorter, if you still think the matter 
of attracting attention is unimportant, 
tune in sometime on a couple of 
anglers setting each other right on the 
fly question. 

Same thing 
(We pause a 


shudder). In 


holds true in trolling. 
moment while anglers 
addition to line, hook, 
sinker, leader and whatnot, trollers use 


a spoon. Without a spoon, trolling 
would be just so much hard labor. 
Though it may sound like a repetition 
of something we have said before your 
attention is called to the spoon—and 
so is the attention of the fish. 

All this leads up to the conclusion 
that good layout is imperative if 
we are to get maximum attention and 
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therefore maximum efficiency and _ re- 
sults from our advertising. 

And here, a word of caution: There 
are ways and ways of attracting atten- 
tion. None of our remarks are to be 
construed as supporting that school of 
thought which advocates the “get- 
attention-by-appearing-in -public-in - red- 
underwear” theory. 

Thence to layout itself. What is 
“good” layout? How does one achieve 
it? 

First: Good design. Whether it be 
modern in “feel” or conservatively 
formal, let it adhere to the principles 
of good design. Those principles dic- 
tate simplicity, the use of contrasts, 
accenting, and interesting division of 
your space both by line and by mass. 

Simplicity in the design can be aided 
materially by making copy brief (and 
it will also insure more general as- 
similation by a headline-reading pub- 
lic). 

But, assuming that the copy has 
jelled, how do we simplify our ad? 
For one thing, don’t try to emphasize 
every other word or thought. That 
practice not only makes your ad 
harder to read, but definitely cheapens 
it. If possible, consider the body text 
as one unit. It may be paragraphed 
or, in a modern ad, run in with dots 
or stars marking the beginning of 
paragraphs. 

Don’t use too many different type 
faces in one ad. Generally the fewer 
you use the better the final result. In- 
cidentally there is no great need for 
hand lettering, with the types that are 
currently available. Remember, foundry 
types, as a rule, are designed by the 
best lettering men in the country. If 
taste and judgment are used in select- 
ing these types, other considerations 
being equal, your ads will stand com- 
parison with any competitor’s. 

Some of the better types available 
today are: Bodoni (in 4 weights), 
Beton Extra Bold and Beton Open for 
headlines, body text to harmonize in 
Beton, Karnak, Stymie or Girder; 
Futura, in 5 weights (the best “mod- 
ern” type available); the old reliable 
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Caslon and Garamond families, Huxley 
Vertical, Corvinus, Weiss and, in script 
letters, Trafton and, on_ occasion, 
Gillies Gothic. 

There are thousands of others; but 
those named include everything in type 
that is needed to cloth an ad for any 
company. 

Simplicity in your design may also 
be enhanced by lining up various ele- 
ments with one another. 

It is good sense, too, to use the same 
type for the signature as used in the 
headline and in somewhere near the 
same size. If you are cherishing some 
old chromo of a logotype that you 
have used for umpty years we'd em- 
phatically suggest a prompt cremation 
party—for the chromo. 

We’ve heard all the arguments in 
favor of such chromos, and, while you 
may not have heard all those against 
them, we'll just say that supposed ad- 
vantages which seem very obvious to 
us are frequently completely over- 
looked by the public—to whom our 
advertising is directed. 


The fact that Grandpa wore side- 
whiskers in the gay ‘nineties doesn’t 
mean that sidewhiskers wax in virtue 


as the years pass. No. Our Grandpa 
has more or less kept pace with chang- 
ing conditions. And, strangely enough, 
the change in the style of his dress 
and accoutrements has not made it 
hard for his friends to recognize him. 
He’s still Grandpa. 

Similarly the First National Bank 
will still be the First National Bank, 
though it discards the chromo. 

Second point in your “good design” 
formula is the use of contrasts. These 
can be achieved and used successfully 
in a number of ways. For instance, 
if you have a long headline, all of it 
important, part of it can be in a squat, 
solid, black type with the balance in 
a light script letter. This will give 
prominence to the whole headline in 
an interesting way. 

\gain: If your illustration is light 
gray in its general tone, put a heavy 
black headline near it and both ele- 
ments will be strengthened. Play a 
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dark against a gray or white; a light 
letter against a bold one. For, when 
you do, the element of your ad will 
complement, rather than fight, each 
other. 

Accenting? Very often accom- 
plished in achieving your contrasts. 
Frequently, however, your trademark 
(if you are cursed with one) can be 
made to work in an ad instead of con- 
tinually getting underfoot. Accents, 
like spices in cooking, must be used 
carefully. They are very potent—can 
spoil as easily as they can make an ad. 
A trademark, a star, a dot, a small 
vignette—all fine, in the right amount 
and in the right place. 

Add to these things good art, if you 
are using art. Economize elsewhere if 
you must; but don’t buy poor artwork. 
Have your ads hand-set by a good 
typographer if possible. Yes, we know, 
it costs a little more. It also costs a 
little more to obtain the services of a 
brain surgeon for an operation—text 
of our lesson being that there is a 
time and place for everything—even 
for cutting down expenses. This is 
not one of the places. 

And here we are, right back at copy 
that “sings.” Fine, commendable and 
right to have copy that sings. Dem- 
onstrates not only that we can do the 
job but that we are doing it. But let 
us not for a moment forget the tre- 
mendous importance of presenting that 
copy so that its song will be heard. 
In our daily living speed is being piled 
upon more speed. He who runs may 
read—or he may not. And he who 
reads may run at any minute. Stop 
him—with layout! 


Top of the Class 


Speaking of good layout, we take 
pleasure in awarding a number of 
fur-lined whatnots for excellence in 
this branch of bank merchandising 
effort. 

To Central National Bank of Cleve- 
land congratulations — their stuff is 
modern as tomorrow, clean, simple, 
legible and carries a wallop. 
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First Wisconsin National Bank of 
Milwaukee does a swell job in 3- 
column 6-inch space—very nicely han- 
dled white space, good accenting. 

First National of Memphis is cur- 
rently running some strong looking 
copy, faintly reminiscent of Continental 
Illinois’ series of a year or so ago. 
Clean, strong blacks in the art, good 
choice of types and no spinach in evi- 
dence anywhere. 

Trust Company of Georgia, Atlanta 
is running a nice “high key” series. 
Think a small black accent would help. 

Old Colony Trust Company of Bos- 
ton turns out nice formal copy as does 
Northern Trust Company, Chicago. 
Kudos, too, to First National of Saint 
Paul for interesting photographic art 
and a real job of lining up their ads’ 
various elements. 

High key drawings, wide line-spacing 
and a black “spot” lift the ads of 
American National Bank and Trust 
Company of Chicago out of the ruck 
and give them distinction. 


Central Trust of Cincinnati use 


colorful vignettes interspersed through 
their copy—effective and _ interesting. 
Layout is good. 

Marine Midland Banks superimpose 
their logo over a Ben Day-ed New 


York state. Nice use of Bodoni type. 

Nothing wrong with Manufacturers 
and Traders Trust Company’s “That’s 
My Bank, Too!” series. Buffalo’s read- 
ing public is seeing an expression of 
good layout technique. 

Our choice of an All-America bank 
advertiser would be the man who de- 
signs Central National Bank of Cleve- 
land’s ads. We repeat—they’re great! 


Public Relations in Action 


Florida National Bank of Jackson- 
ville recently had its advertising for 
the past year rated best in the country 
by the eastern advertising critic “So- 
crates.” Asked to explain what made 
their bank’s public relations program 
wheels go round, Hunter Lynde, ad- 
vertising director of the institution, 
gives us one of the sanest recipes for 
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a successful P. R. program that has 
yet come along the pike. Certainly 
worth its weight in printing ink, we 
quote Lynde’s comment as it appeared 
in Bank Ad-Views: 

“The president of the Florida Na- 
tional Bank rarely uses his handsomely 
furnished private office. Just outside 
this office door, jammed in a corner 
against a railing, but close by the 
throbbing stream of the day’s traffic 
and open to instant access by anyone, 
is a desk at which the president spends 
most of his time. 

“And there, briefly, is a picture of 
the Florida National’s public relations 
policy, if you can apply the formal 
term “policy” to a genuinely sincere 
spirit of service. 

“The Florida National Bank and all 
of its officers proceed on the premise 
that a customer is a friend. You don’t 
high-hat friends. You don’t patronize 
them. You don’t stand on dignity with 
them. And you try to give them every 
possible courtesy and attention. From 
the president down to the least clerk 
this attitude prevails. 

“Accompanying this viewpoint is a 
strong sense of public responsibility 
which has inspired the Florida National 
openly to take up cudgels in more than 
one important civic issue, especially in 
matters pertaining to taxes and govern- 
ment. And in spite of dire predictions 
that lost dignity and lost patronage 
would grow out of this positive de- 
parture from tradition, the bank gained 
stature and dignity because it dared to 
be courageous. 

“This capsular background descrip- 
tion gives the key to the Florida Na- 
tional’s advertising. Whatever the sub- 
ject of the campaign of the moment— 
whether it be general and departmental 
selling copy, or one of the bank’s fre- 
quent public service programs—the 
copy is always pitched in the most 
friendly and informal tone because 
such a tone is characteristic of the in- 
stitution. In advertising the bank talks 
‘to,’ not ‘down to’ or ‘at’ the the read- 
ing public. Because technical matters 
are best understood when couched in 
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simple terms, all Florida National Ad- 
vertising is so written. Every piece of 
copy published by the bank is phrased 
in the language of the man on the 
street. 


“No loss of dignity has been in- 
curred by forgetting the stiff and stilted 
garb of formality. Officers of the 
Florida National believe that dignity 
is essential to a successful bank but a 
dignity based on sincerity, integrity 
and superiority of service. 

“This, then, is the story of the 
Florida National Bank’s advertising— 
a direct reflection, so far as possible, 
of the spirit of the bank itself; which 
is simple and warm and human. And 
wholly sincere. If, at times, the bank’s 
published advertising seems to fall 
somewhat short of this basically human 
philosophy, it is merely because of the 
difficulties of projecting such a_phi- 
losophy through the resistant medium 
of print.” 


More Champion Stuff 


Interesting, as object-lesson material, 
are Socrates’ reasons for selecting 
Florida National’s advertising to lead 
the parade for the past twelve months. 


Thus the Oracle: 


“l. Florida National’s advertising is 
outstanding for the vigor and freshness 
of its approach, for its disinterestedness 
in campaigning on issues touching on 
public welfare, and for its ability to 
retain the dignity expected of all good 
bank advertising, while at the same 
time talking familiarly to the average 
man-on-the-street. Behind Florida Na- 
tional advertising is adroit showman- 
ship that quality so needed 
in much bank advertising. 


“2. Most spectacular of Florida Na- 
tional’s advertising during the past 
year have been the campaigns to put 
through the Florida Ship Canal 
(heartily approved in the Jacksonville 
district), and to rouse voters to the 
need of selecting candidates for public 
office with discrimination. Usually these 
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campaigns on public issues spread 
over several months, using adver- 
tisements that mention the bank in no 
place but the nameplate. This daring 
departure from accepted tenets of bank 
advertising, while originally viewed as 
a mistake by many people on the out- 
side who were close to the bank, has 
definitely proven successful. It has 
attracted attention and impressed aver- 
age people with the public spirit and 
sincerity of the bank. It has, in a 
word, brought home the fact that 
Florida National is an institution. 


“3. Florida National use one basic 
format and shape consistently; and 
that format is designed to win attention 
in a newspaper. Copy is brief and 
widely leaded. Wide margins of white 
space set the copy apart from sur- 
rounding newsprint. And, illustrations 
are used for sole purpose of winning 
attention to the copy. Never is Florida 
National guilty of ‘pretty picture’ ad- 
vertising. Their aim is to make con- 
siderably more than a fleeting impres- 
sion. And in this, they succeed no- 
tably. Moreover, Florida National is 
quick to adapt new advertising forms 
to their uses. They were, and still 
are, the only bank we’ve seen success- 
fully adapt the cartoon continuity strip 
method of national advertisers to the 
selling of bank services.” 


Echo 


FHA loans have apparently made 
an impression on our neighbors to the 
north. One of Mr. Farley’s men just 
brought us a batch of mail including 
proofs of a new ad series by the Bank 
of Montreal. Theme: “Fix up Your 
Home with a Modernization Loan.” 
The isolation of Maine and Vermont 
is going to be intensified if Canada 
also plumps for F. D. R. 

In the same mail a new series by 
Williamsburgh Savings Bank of Brook- 
lyn features down-to-street- 
level copy: “Dick Gets His House 
Painted,” “Joe Buys His Winter’s Coal” 
(note to Southern California Bankers: 
Coal is used in cold climes for heat- 





THE BANKERS MAGAZINE 


“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L, W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 
With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
ae and Insurance of the State of New 

ersey. 


Your name and address on the coupon 
below will bring this book to your desk 
on 5 days’ approval. 


RANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 


ing purposes), “Where Did You Come 
From, Dolly, Dear?” “Harry Has a 
New Job.” Seed from which these 
mighty oaks grew—Savings. A work- 
manlike job of advertising. 

Timely, now and for some time to 
come, is ‘Estate and Tax News” pub- 
lished by the Trust Department of 
Fidelity Trust Company of Pittsburgh. 
Probably the hottest news in trust 
business today—from the prospect’s 
point of view—is taxes. In addition 
Fidelity has a human-interest keyed 
organ. For the information of other 
trust companies, thar’s gold in them 
thar records of yours, if you’re think- 
ing of advertising. 


A bankish tone pervades the folder 
produced by First National Bank and 
Trust Company of New Haven; but 
there’s nothing wrong with the idea 
of breaking down and explaining serv- 
ice charges to customers. It has been 
a state secret overlong. 


Flash! Liberty Bank of Buffalo 
fathered a smart headline for a branch 
banking institution: “Bank as much 
as possible 

as often as possible 

as near as possible 

to your home or office.” 


Good! 


First Wisconsin National appears in 
the Milwaukee Journal’s roto section— 


a focal center for attention. Smart! 


Another headline we like, with art 
of a youngster climbing a pole: “Boost 
Me. Dad!” Idea being that Dad 
“banks a definite amount every month 
in an Education Fund for his boy.” 
Orchids to First Trust and Deposit 
Company, Syracuse, New York. 


We'd wager a few ducats State Street 
Trust Company of Boston develops 
business with its letter and business 
reply card linked to a booklet “Some 
facts about our Agency Service.” We 
make suggestions in our advertising. 
It’s good merchandising to make it as 
easy as possible for prospects to fol- 
low those suggestions. 


State Street Trust makes it easy. 





IN THE MONTH'S NEWS 


Conventions 


qThe 1937 annual convention of the 
American Bankers Association will be 
held in Boston, Mass., October 11-14, 
1937. Headquarters will be at the 
Statler Hotel. This will be the 63rd 


annual convention of the association. 


q After a keen competition Syracuse, 
N. Y., has been chosen by the executive 
committee of the Financial Advertisers 
Association as the scene of the 1937 
convention. The dates: September 
13-16. 


Convention Dates 


STATE AND SECTIONAL 


Jan. 25—New York State Bankers As- 
sociation. Mid-winter meeting at the 
Federal Reserve Bank of New York. 

May 6-7—Oklahoma Bankers Associa- 
tion, Oklahoma City. 

May 10-12—Missouri Bankers Associa- 
lion. 

May 18-20—Texas Bankers Association, 
San Antonio. 

June 2-3—South Dakota Bankers As- 
sociation, Rapid City. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint convention. White 


Sulphur Springs, W. Va. 
GENERAL 


May 6-8—National Safe Deposit con- 
— Willard Hotel, Washington, 

Sept. 13-16—Financial Advertisers As- 
sociation, Syracuse, N. Y 

Oct. 11-14—American Bankers Associa- 
tion, Statler Hotel, Boston, Mass. 


Bank Buildings 


{A symptom of better times and im- 
proving conditions is seen in the many 
banks that are undertaking this year 
long-needed improvements and addi- 
tions to their banking quarters. The 
Tilghman. Moyer Company of Allen- 
town, Pa., a firm of architects and en- 


gineers which specializes in bank build- 
ings, has recently announced the fol- 
lowing remodeling operations now go- 
ing forward: Union National Bank of 
Wilmington, Del.; Peoples Savings 
Bank Company, Mt. Gilead, Ohio; the 
Farmers and Citizens Bank and Savings 
Company of Bucyrus, Ohio; the Sussex 
Trust Company of Lewes, Del.; the 
Johnstown Bank and Trust Company of 
Johnstown, Pa.; the Delta National 
Bank, Delta, Pa.; First National Bank 
of Leesport, Pa.; Citizens Nationai 
Bank and Trust Company of Pottstown, 
Pa.; the Farmers National Bank and 
Trust Company, Ashtabula, Ohio. 


q The Pen Argyle National Bank, Pen 
Argyle, Pa., opened its new building 
last month. 


@ The First National Bank, Wynne, 
Ark., is being remodeled. 


@The Planters Bank and Trust Com- 
pany, Hopkinsville, Ky., is enlarging 
and remodeling its banking quarters. 


qThe Guaranty State Bank, New 
Braunfels, Tex., is planning to enlarge 
its present quarters. 


q The First National Bank of Midland, 
Tex., has just completed a remodeling 
program. 


Personal 


q Harry Hall, prominent New York 
real estate authority, has been made a 
trustee of the Empire City Savings Bank. 


@ Herbert D. Ivey, president of the 
Citizens National Trust and Savings 
Bank, Los Angeles, has been re-elected 
president of the Los Angeles Clearing 
House Association. 


q Geoffrey C. May has been made an 
assistant vice-president of the National 
City Bank of New York. Mr. May is 
well known through the West and South- 
west where he has traveled extensively 
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The public lobby of the 
newly remodeled Peoples 
National Bank of Taren- 
tum, Pa., occupies the 
center portion of the 
banking room, allowing 
an unobstructed view 
from the entrance to the 
vault doors. Note the 
new low type banking 
screen. 


as a National City representative. He 
has been connected with the bank since 
1911. 


Banks on the Air 


q A brilliant series of thirty-nine na- 
lionwide broadcasts by Leopold Stokow- 
ski and the world-famous Philadelphia 


Orchestra started on November 13 spon- 
sored by a group of forty important 
American banks. Besides the music of 
the Philadelphia Orchestra there will 
be talks by Professor Walter B. Pitkin, 


nationally known author and lecturer; 


Willard M. Kiplinger, noted Washing- 
ton journalist, and other outstanding 
commentators. The programs will be 
held Fridays from 10 to 10:30 p. m., 
&..&, TF. 

The following group of American f- 
nancial institutions, whose resources 
total well in excess of six billion dol- 
lars, are sponsoring this series which 
has been arranged by the Wessel Com- 
pany of Chicago: 

The Citizens and Southern National 
Bank, throughout Georgia and South 
Carolina; Marine Midland Trust Com- 
pany, Binghamton, N. Y.; The Manu- 


Tilghman Moyer & Co. 
of Allentown, Pa., trans- 
formed this banking room 
into the spacious room 
shown above. 
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facturers National Bank, Troy, N. Y.; 
The Marine Trust Company, Buffalo, 
N. Y.; Union Trust Company, Roches- 
ter, N. Y.; The First National Bank of 
Chicago, Chicago, Ill.; Fifth Third 
Union Trust Company, Cincinnali, 
Ohio; The National City Bank of Cleve- 
land, Cleveland, Ohio; The Mercantile 
National Bank of Dallas, Dallas, Tex.; 
United States National Bank of Denver, 
Denver, Colo.; Bankers Trust Company, 
Des Moines, Ia.; The Detroit Bank, De- 
troit, Mich.; Lincoln National Bank 
and Trust Company, Fort Wayne, Ind.; 
The Second National Bank of Houston, 
Houston, Tex.; American National 
Bank, Indianapolis, Ind.; The Barneit 
National Bank, Jacksonville, Fla.; 
Union National Bank in Kansas City, 
Kansas City, Mo.; The National Shaw- 
mut Bank of Boston, Boston, Mass.; 
Commercial National Bank, Little Rock, 
Ark.; Seaboard National Bank of Los 
Angeles, Los Angeles, Cal.; Liberty 
National Bank and Trust Company, 
Louisville, Ky.; Marshall and Isley 
Bank, Milwaukee, Wis.; First National 
Bank and Trust Company, Minneapolis, 
Minn.; Whitney National Bank of New 
Orleans, New Orleans, La.; The Chase 
National Bank, New York City, N. Y.; 
Commercial Merchants National Bank 
and Trust Co., Peoria, Ill.; The Penn- 
sylvania Company, Philadelphia, Pa.; 
The First National Bank at Pittsburgh, 
Pittsburgh, Pa.; Rhode Island Hospital 
Trust Company, Providence, R. 1.; 
State-Planters Bank and Trust Com- 
pany, Richmond, Va.; The First Na- 
tional Exchange Bank, Roanoke, Va.; 
First National Bank in St. Louis, St. 
Louis, Mo.; First Security Trust Com- 
pany, Salt Lake City, Utah; Wells 
Fargo Bank and Union Trust Company, 
San Francisco, Cal.; First National 
Bank of St. Paul, St. Paul, Minn.; 
Seattle Trust and Savings Bank, Seattle, 
Wash.; First Bank and Trust Company, 
South "Bend, Ind.; The Puget Sound 
National Bank of Tacoma, Tacoma, 
Wash.; The Ohio Citizens Trust Com- 
pany, Toledo, Ohio, and First Nationai 
Bank and Trust Company, Tulsa, Okl. 

The programs will be heard through 
Columbia outlets in the following cities: 
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New York, Albany, Boston, Buffalo, 
Chicago, Cincinnati, Cleveland, Des 
Moines, Detroit, Indianapolis, Kansas 
City, Louisville, Philadelphia, Pitts- 
burgh, Providence, St. Louis, Syracuse, 
Rochester, Toledo, Jacksonville, Los 
Angeles, San Diego, Sacramento, Santa 
Barbara, Stockton, Fresno, Bakersfield, 
Atlanta, Binghamton, Dallas, Denver, 
Ft. Wayne, Harrisburg, Little Rock, 
Milwaukee, Minneapolis, New Orleans, 
Tulsa (beginning December 25), Rich- 
mond, Roanoke, Salt Lake City, Sa- 
vannah and South Bend. 


q A radio program to be known as “The 
Family Counsellor,” featuring Allan D. 
Grigsby of the University of Toledo is 
being sponsored by the National Safety 
Bank and Trust Company, New York, 
originators of the CheckMaster Plan. 
This feature started Sunday, October i1, 
at 11:45 a. m., over WOR. Alexander 
Efron, vice-president of the bank, is in 
charge of advertising. 


Bank Equipment 


q Reports from Burroughs Adding Ma- 
chine Company indicate that its new 
high-speed posting machine is the most 
popular model that manufacturer has 
ever offered to banks. A large volume 
of orders has been reported for the 


comparatively few months this machine, 
noted for its speed and ease of opera- 
tion, has been on the market. 

The new machine performs much of 
its posting work automatically, and 
all necessary manual operations have 
been speeded and simplified. Some of 
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the operating advantages of the high- 
speed poster are: 

1. Automatic printing of balances. 
2. Automatic closing of carriage. 3. 
Fast tabulation and fast carriage re- 
turn. 4. Visible alignment of posting 
lines. 5. Instant adjustment of machine 
for posting analysis data to statement 
and uncollected funds to ledger. 6. 
Automatic count of items. 

This new machine produces a com- 
plete record of the services rendered 
on each account as a part of statement 
posting. 

Burroughs high-speed poster was ex- 
hibited at the National Business Show 
in New York City. Other new releases 
among Burroughs machines for financial 
institutions include a balance diminish- 
ing machine for preposting installment 
accounts for finance companies and a 
window plan passbook and ledger ma- 
chine for building and loan companies. 


Investments 


q@ Institutional and private investors 
will find of value the Survey of the 
Railroad Industry which has recently 
been released by Poor’s “Publishing 
Company, 90 Broad street, New York. 
Since 1860, when Henry V. Poor pub- 
lished Volume I of “Poor's Manual of 
Railroads and Canals,” Poor’s Publish- 
ing Company has been the leading 
source of dependable information on 
railroad securities. 

The survey which has just been re- 
leased contains a thorough analysis of 
the favorable and unfavorable factors 
affecting the industry with definite 
“buy,” “hold” and “sell” advice for 41 
common and 40 preferred railroad 
stocks. The price of the survey is $5. 


Stable Money 


GA two-day economic forum will be 
conducted in New York on December 
18 and 19 by the Society for Stability 
in Money and Banking which has its 
headquarters at 36 West 44th street in 
New York. The principal speakers and 
their subjects will be as follows: 
Congressman Henry B. Steagall, 
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“Stability Through Co-ordiriation of 
Government Policies and Banking Prac- 
tices.” Edmund Platt, vice-president, 
Marine Midland Group, Inc., New 
York, “The Stabilizing Function of 
Branch Banking.” Roy L. Garis, pro- 
fessor of economics at Vanderbilt Uni- 
versity, “The Réle of the Country Bank 
in the Stabilization of Banking.” Reid 
L. McClung, dean, College of Com- 
merce, University of Southern Cali- 
fornia, “Economic and Business Prog- 
ress Impeded by Lack of Stability in 
Money and Banking.” Thomas C. 
Boushall, president, Morris Plan Bank 
of Richmond, Va., “The Challenge of 
Stable Banking to Sound Bankers.” Dr. 
George W. Coleman, former president 
of Babson Institute, “The Relation of 
Economic Security to the Maintenance 
of Political Freedom.” Theodore J. 
Grayson, professor of finance at the 
Wharton School of Finance, University 
of Pennsylvania, “The Hidden and Ob- 
vious Sources of Depression.”  H. 
Parker Willis, professor of banking at 
Columbia University “Mitigation of In- 
flation in Relation to Banking Pros- 
perity.” Dr. Joseph E. Goodbar, presi- 
dent, Society for Stability in Money 
and Banking, Inc., “Translating the 
Diagnosis into a Program of Progress.” 


bil Leon 


q The Bank of the Manhattan Com- 
pany, New York, has installed in its 
fifty-eight offices what is known as the 
“Manhattan Plan” for taking care of 
the personal credit needs of its cus- 
tomers. The activities of the personal 
credit department will be under the di- 
rection of R. A. Prosswimmer, assistant 
cashier, who was formerly of the execu- 
tive department of the bank’s Queens 
Division. He will be assisted by 
H. H. Riddleberger, assistant cashier, 
who is an authority on co-maker loans, 
and W. C. Crittenden of the bank’s 
modernization loan department. Loans 
will be made in amounts from $50 to 
$2500 and are repayable, together with 
interest, in monthly installments cover- 
ing a period of twelve or fifteen months. 
There is also a special plan where the 





If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 
You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 
Within five days after its receipt I will send you $7.50 
in full payment or return the book. on 
Name 
| Business Address approval 
| City 
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first payment may be deferred for 
three months. If $500 is needed the 
borrower signs a note for $500 plus 
interest and receives $500, the full 
amount of the loan. Under the Man- 
hattan Plan there are no deductions, no 
fees, no charge for insurance. 


Bank Women 


q The executive headquarters of the 
Association of Bank Women returns to 
New York City with the election of 
Miss Anne Houstoun Sadler, assistant 
secretary of the Bank of the Manhattan 
Company as president of that associa- 
tion. Other executive officers located in 
New York are: Miss Elizabeth S. Grover, 
manager, women’s department, 42nd 
street branch, Chase National Bank, 
who is regional vice-president of the 
Middle Atlantic Division; Miss Mabel 
F. Thompson, director of the service de- 
partment, Union Dime Savings Bank, 
New York, corresponding secretary. 

The association has recently an- 
nounced the establishment of an award 
to be known as the “Jean Arnot Reid 
Award” to be given annually to a 
woman graduate of the A. I. B., selected 
as best fitted “through the integrity of 
her character and the efficiency of her 
work” to represent women in banking. 
The award is intended to commemorate 
the services rendered to women in bank- 
ing by Miss Jean Arnot Reid who was 
until recently an officer of the Bankers 
Trust Company, New York. 


Historical 
q The October issue of The American 


Conservationist contains an interesting 
article on Sheppard Homans whose 
father was the original publisher of 
THE BANKERS MaGazIneE. He was one 
of the pioneer American actuaries and 
the originator of the “American Ex- 
perience” mortality table. 


Banking in Ethiopia 
The Banco di Roma, with its head 


office in Rome and a representative 
office in New York at 15 William street, 


is expanding its service in order to 
collaborate in the commercial exploita- 
tion of the Ethiopian Empire. Besides 
its office in Addis-Abeba, the bank has 
a network of branches in Eritrea 
proper at Asmara, Massaua and Assab, 
in Italian Somaliland at Mogadiscio 
and in the interior of Ethiopia at Har- 
rar. Another branch at Dessié will be 
opened shortly. 


Banking Research 


@ The purpose of the current move- 
ment for banking research was chal- 
lenged last month by Charles F. Zim- 
merman, secretary of the Pennsylvania 
Bankers Association, who stated that he 
had been “unable to find any value in 
the data furnished by the recent bank- 
ing survey in New York State.” He 
also stated that he could not understand 
why “the up-State banks in New York 
were studied to the exclusion of the 
New York City banks when the same 
factual data could just as well have 
been compiled, covering investment 
portfolios, losses, cost ratios and other 
information, for the metropolitan banks 
as for the banks outside of New York 
City.” 

Mr. Zimmerman, who is president of 
the First National Bank at Huntingdon, 
Pa., evidently feels that the motive in 
most of the current research is not to 
get at truth but to prove that an ex- 
tension of branch banking is needed 
and that there should be a unified bank- 
ing system under Federal control. He 
made a strong appeal for the preserva- 
tion of the dual banking system and 
said: 


“The course ahead is plain. We call 
upon national leaders in Washington 
and especially in the executive chairs 
of the American Bankers Association, 
to become militant for dual banking 
before it is too late. We pledge to them 
our loyal and aggressive support. They 
have but to sound forth the marching 
orders and we shall hold high the torch 
of this noble and worthy cause. Let 
us submit no longer to these processes 
of subversion. Let us be guided by the 








conviction that our dual American sys- 
tem must not be destroyed, because it 
is founded upon rights vouchsafed to 
the American people by the Constitu- 
tion of the United States.” 


Public Relations 


To the man on the street anyone who 
has to do with money and finance is a 
“banker” and any company which deals 
in any sort of financial operation is a 
“bank.” The loose usage of these terms 
has imposed upon legitimate “banks” 
and “bankers” undeserved ill will and 
added to the public mistrust of banks. 
Speaking before the Nebraska Bankers 
Association, J. M. Sorenson, president 
of that body, deplored this condition 
and suggested that an effort be made 
to correct it. Said he: 

“We deplore the fact that the name 
‘bank’ has come to be such a general 
term that people do not know, when 
they hear it, just what it means. This 
is especially true when something of an 
unfavorable character comes to pass. 
The name bank is erroneously applied 
to a great many institutions such as 
stock and bond jobbers, finance com- 
panies, Government lending agencies, 
investment. concerns, and even loan 
sharks. The name bank, or bankers, 
should be restricted to refer to banks 
of deposit and discount. It is our duty 
to the institutions which we represent 
to discourage in every way possible 
these practices, and to assist in bring- 
ing back to the true bank the name it 
deserves and to which it is entitled. Let 
us appeal to the newspapers for their 
assistance in this direction as they can 
do more than any other agency in mak- 
ing this correction.” 


Bank Charters 


q The circumstances 


political sur- 


rounding the chartering of a bank in 
Tifton, Ga., provoked Business Week 
to the publication of the following edi- 
torial commenting on the problem of 
bank chartering: 


“To strengthen our banking systems, 
noihing is more essential than that we 
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refrain from overchartering our banks. 
This evil has been newly emphasized 
by the conduct of Governor Talmadge 
of Georgia, who is giving a pious imi- 
tation of the arbitrary tactics of his late 
model, Huey Long. 

“It would be bad enough if Georgia 
banking and the people of Georgia 
were the only sufferers. But the Tal- 
madge example may easily be copied in 
other states. Laxity is infectious, and 
restless politicians are alert to apply 
any unscrupulous maneuver that has 
succeeded across a state border. The 
time to stop a harmful practice is when 
it is still localized. Therefore Georgia 
bankers should receive nation-wide en- 
couragement to resist the Talmadge 
danger at once. 


“Overwhelmingly whipped in his re- 
cent campaign for the Senate, Governor 
Talmadge is trying to impose a one- 
man rule on the state during his few 
remaining months as governor, and in 
this period he is preparing for a politi- 
cal comeback by issuing every favor at 
his command — including banking 
favors—to those who can help later on. 


“A group of his friends, headed by 
Mrs. Susie T. Moore, former Demo- 
cratic National Committeewoman from 
Georgia, recently sought a charter for 
a new bank at Tifton, R. E. Gormley, 
State Superintendent of Banks, refused 
to issue it. Governor Talmadge called 
him on the carpet. Mr. Gormley stated 
his reasons, which most Georgia bank- 
ers regard as convincing. Next day 
the Governor removed Mr. Gormley 
and appointed a new superintendent, 
who has waived all objections to the 
charter, although the attorney-general 
of the state is still opposing it. 

“This controversy is nationally im- 
portant because the point at issue is 
overchartering, and because the main 
reason for a large number of bank 
failures in the ’twenties and the early 
thirties was overchartering. Not only 
were charters granted in communities 
that were already overbanked, but the 
organizers were sometimes incompetent 
or dishonest or both, and their banks 
were inadequately financed. 





More profitable banking 


Banks in the future will have to depend 
more and more upon their ability to obtain 
a sufficient income from the consumers of 
their services to continue to operate at a 
profit, as former sources of banking income 
have been seriously curtailed. One sound 
source of income is the checking account 
service charge. 


120 pages, 644 x 912, $3.50 
Illustrated with charts and tables 


How to charge for this service correctly and 
scientifically is told in— 


Analyzing Checking 
Accounts Scientifically 


by FREDERICK W. HETZEL 
Assistant Treasurer, The Trust Company of Jersey City, N. J. 


T is not enough to simply say “Let’s put on a service charge.” If the service 
charge is here to stay and if it is to be accepted willingly by commercial bank 


depositors it must be based on a scientific analysis of each account and must be 
fair to all concerned. 


The Chapters: 

. Our Present Difficulties. 
. The Problem. 

. Analyzing the Account. 


. Establishing a Principle for 
Account Analysis. 


. Expense Items. 
. The Problem of Float. 


. Rewarding the Profitable Ac- 
count. 


. Making an “‘Analastic” Analy- 
sis—Proof of Analysis. 


. The Use of Analysis Cards. 
. Graduated Charge Schedule. 


. When Reserve Is Computed 
on Net Balance. 


. Profit Base Employed Justified. 
. Expediting the Work. 
. Putting the Plan into Effect. 


. What a Deposit Is and How 
It Should Be Treated. 


Also the process of analysis and the deter- 
mination of the charge must be reasonably 
simple and must not be more costly in time 
and effort than the results warrant. 


Mr. Hetzel in his book starts with the 
problem which is common to all commercial 
banks today and proceeds to show how this 
problem may be solved in a manner which 
will prove satisfactory not only to the bank 
but to the bank’s customers. 


A valuable feature of this book is the publi- 
cation, for the first time, of the author's 
tables which have been carefully worked out 
to determine the amount of charge required 
to rectify an account with deficient balance. 
These are based on a given reserve, a given 
yield and a given profit but may be changed 
to fit the circumstances of any bank. 


BANKERS PUBLISHING COMPANY, 465 Main St., Cambridge, Mass. 
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“After the near-collapse of banking 
in 1921, clear-headed observers saw 
what was wrong. They pointed out 
that safe banking depended on several 
simple precautions. If these had been 
applied, the banks could have gone 
through the 1929-33 turbulence as 
safely and serenely as the insurance 
companies did. 

“First of all, the power to charter 
the banks in any system should be en- 
trusted to a non-partisan board of the 
highest ability and integrity, and the 
law should forbid them to grant a 
charter unless it is shown that the com- 
munity needs a bank, that the managers 
are competent, and that the bank is ade- 
quately financed. 

“Similarly, bank examination should 
be entrusted to non-partisan, able, and 
honest officials, under a law making 
examiners criminally liable if they neg- 
lect to force the restoration of bank 
capital the moment they know it to be 
impaired, or close the bank. It is true 
that this requirement would surely be 
violated in a time of general emer- 
gency; but if it were obeyed in normal 
times, banks would stay safe and there 
would be no emergency. 

“And third, there should be a single 
banking system, to end the competition 
between Congress and the state legisla- 
tures whereby banking conditions are 
relaxed to make charters more accept- 
able. 

“Perhaps it will be years before all 
these reforms are applied, but mean- 
while business can help to defend sound 
banking by opposing any political ef- 
fort to break down the barriers against 
overchartering.” 


Service Charges 


{Among banks that have recently 
adopted the CheckMaster Plan are the 
following: City Bank and Trust Com- 
pany, Wilmington, Del.; First National 
Bank, Spring Valley, N. Y.; Montana 
Bank and Trust Company, Great Falls, 
Mont.; Jamaica National Bank, Ja- 
maica, N. Y.; Peninsula National Bank, 
Cedarhurst, N. Y.; Flushing National 
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Bank, Flushing, N. Y.; Union Bank of 
Erie, Pa. 


q Pay-as-you-check banking seems to 
be making continuous strides and has 
apparently caught the public imagina- 
tion, tapping an entirely new market 
for banking service for those who here- 
tofore have not been able to meet the 
minimum balance requirements of most 


banks. 


q The Union County Trust Company, 
Elizabeth, N. J., has inaugurated a new 
checking service. Subscribers may pur- 
chase 15 checks for $1 and 25 checks 
for $1.50. There is no charge for de- 
posits and there is no monthly service 
charge. 


@ The Morris Plan Bank of Virginia 
has opened a popular checking service. 
The only charge is $1 for a book of 
twenty checks. Accounts may be opened 
with as little as $5. Statements are 
mailed quarterly together with can- 
celled checks. 


Metered Check System, Inc., of New 
York, has announced that Dr. H. Parker 
Willis, Dr. Wilford I. King and William 
H. Kniffin have been added to its con- 
sulting staff. John J. Wall has been 


made secretary of the company. 


@ What happens when a bank refuses 
to honor a check that exceeds a custom- 
er’s balance because of debits for serv- 
ice charges? The Monthly Record of 
the Nebraska Bankers Asociation re- 
cently discussed this problem and re- 
ported that some banks were careful 
not to throw out a check because of a 
deficiency caused in this way and 
thought that it might lead to trouble. 
Other banks were relying on the follow- 
ing clause printed on their signature 
cards: 

The bank is authorized to charge this 


account a service charge in accordance 
with its rules. 


G The American Banker in a recent edi- 
torial expresses its disapproval of this 
method unless such an agreement is 





564 


frankly pointed. out to the depositor 
and he is made to understand what he 
is signing, and says: “To us it smacks 
of sharp practice to have a contract in 
fine print on the signature card, to have 
anything on a signature card except a 
place for a signature.” A bank’s sys- 
tem of service charges should be care- 
fully explained to customers in a frank 
and open manner. 


Country Banks 
@ Under the title “The Small-Town 


Banker’s Dilemma” Marc A. Rose, re- 
cently writing in Today described the 
plight of the small-town bank which 
finds it impossible to do business at a 
profit today due to changing conditions. 
The story is built around an imaginary 
John Gridley, president of the “Smal- 
ton State Bank.” Says Author Rose: 
“There is no business for the small 
bank today. It bulges with deposits, 
for the scare about banks is over. But 
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there is no way to put the cash to work. 
The local industrial plants are moder- 
ately busy once more. But they aren’t 
borrowing. They firmly ignore pleas- 
ant hints that Gridley would be glad to 
accommodate them. Nor are local mer- 
chants in need of funds—not while they 
are buying from hand to mouth. The 
real estate market is stagnant, and the 
farmers can borrow from the Govern- 
ment, not merely on mortgage, but for 
almost any purpose under the sun. 
“All this, John Gridley could bear 
with decent composure. Business in 
general has been bad before and doubt- 
less will be again. But while most busi- 
ness men may confidently expect that 
a rising tide of recovery some day will 
lift them back to prosperity levels, the 
future holds no such assurance for the 
little banker. Powerful forces were 


squeezing the small town bank before 
the depression began, and nothing in 
the New Deal has relieved the pressure, 
or promises to do so.” 


View of Guayaquil, Ecuador, which will celebrate in 1937 the four hundredth anni- 
versary of its founding. Guayaquil is considered the third most important port of 
America on the Pacific Ocean and has a population of 130,000 inhabitants. 





BETTER BANK MANAGEMENT 


Budgeting the Safe Deposit and Business 
Extension Departments » » Personnel 


By 
MARSHALL C. CORNS 


This is the last of a series of articles on 
this subject which have appeared in THE 
BANKERS MAGAZINE during 1936. 





pendent upon capacity in order to be self-sustaining 

due to the large depreciation it is necessary to take. 

In the bank in question there were 1420 boxes that were 

capable of producing, if occupied, $6,800.00 in rent; yet 

only 666 were in use producing an income of $2,983.50 as 
shown by the following chart: 


‘ko safe deposit department is nearly entirely de- 


Actual 
Number Total Potential Number of 
of Boxes Box Rental Income Boxes Rented Actual Income 


800 $3.00 $2,400.00 427 $1,281.00 
300 5.00 1,500.00 116 580.00 
200 7.50 1,500.00 75 562.50 
100 10.00 1,000.00 40 400.00 

20 20.00 400.00 8 160.00 


1,420 $6,800.00 666 $2,983.50 


Yearly Expenses, Operating $3,372.36 
Depreciation 4,088.00 


Total Expense ; $7,460.36 
Income Rental 2,983.00 


In allocating the expense to the department and offset- 
ting the income we find that there is a deficit of $4,476.86. 
In this instance, there is clearly a necessity for an extensive 
drive to rent more boxes which has been neglected in the 
past. 

In addition to the safe deposit work safe keeping was 
also handled by this department on a free basis; that is, no 
charge was assessed for the handling or safe keeping of 
securities or valuable objects. 

Approximately $1,700,000.00 in bonds and mortgages 
were serviced by this department. Coupons were collected, 
proceeds credited to accounts and other services performed 
for depositors. This service can be placed on a profitable 
basis and the income used to defray the expense in handling 
this department, and it is suggested that a charge of $2.50 
a year for a $1,000.00 bond be charged for the handling and 
for the service incidental to servicing the account. Un- 
doubtedly the assessing of this charge will have two effects: 
first, the revenue derived from assessing a charge; and 
second, the stimulation of box rentals for those individuals 
who are unwilling to pay for the service. 

In order to adequately handle all securities, bonds, 


566 





THE BANKERS MAGAZINE 


mortgages, etc., for safe keeping, these should be indexed 
so that a maturity card is in file for each issue giving some 
description, interest date, numbers, and also the holder; and 
a date file set up on which the interest periods of various 
issues are indexed. 

A complete service rendered the customer is a good 
sales talk for the development of this kind of business and 
the selling of this service on a compensating basis. 


Business Extension Department.—The monthly ex- 
pense of operating the business extension department in 
the bank we are studying is $303.03 which consists of the 
salary of a business extension man and other expenses inci- 
dental to maintaining this department. Expenses of the 
department, due to the fact that it is promotional work to 
build good will, cannot be included in item costs or allo- 
cated so as to be applied to customers’ accounts. 

The functions of a business extension department pri- 
marily should be the obtaining of new business, the building 
up of good will, and advertising the bank. Every prospect 
called on or every lead obtained, of course, is not productive. 
Those that are not productive of actual business are produc- 
tive, however, of good will. 

The highest type of individuals should be selected for 
this work: those having poise, manners, good appearance, 
and competent knowledge of banking functions are espe- 
cially qualified for this work. 

Nearly all regional banks now have comparable charges 
for services rendered which has eliminated to a certain ex- 
tent the competitive angle in obtaining business on a service 
basis. The Federal Deposit Insurance Corporation, by in- 
suring up to $5,000.00 the accounts of individuals has 
modified the old argument of safety. Business extension 
men in the future, therefore, must use as a sales argument 
the fact that the represented institution has a more compe- 
tent personnel, a more thorough understanding of the 
prospective customers’ problems, and be able to sell people 
on the idea of the prestige attached to banking with their 
institution. Strictness of requirements makes it a privilege 
for people to do business with a bank knowing that there is 
a certain exclusiveness to their accounts. 

For many years banks have employed bright and up- 
standing young men to represent them in their relations 
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with the public. To my mind they have always worked 
under a severe handicap due to the fact that they did not 
have the necessary banking background, knowledge, and the 
official standing in their institution to sufficiently command 
the respect and the attention of those with whom they come 
in contact. In other words, outside representatives of an 
institution should have the title of vice-president or assistant 
vice-president in order that their position may give them the 
necessary prestige. The combination of executive title, 
banking experience, and credit knowledge completely fits a 
man for new business work. For example: an executive 
of a bank or a business man holding an important position 
does not have time for unimportant things and many times 
a plain calling card sent in by the new business man comes 
back with a message that the recipient is busy. On the 
other hand, a card with a title demands respect. Immedi- 
ate attention is usually given to persons of equal or superior 
rank. It has long been the policy that those of inferior 
rank must wait upon the pleasure of the higher. 

It is often embarrassing for a man doing business exten- 
sion work to call on a prospective customer and be asked 
questions relative to handling of the account and be unable 
to answer them due to his limited knowledge of bank 
operation. Many times an account is easily obtained with 
all the small details satisfactorily arranged until the matter 
of credit comes up. When a prospective customer inquires 
about credit unless the new business man has the knowledge 
and authority to commit himself with reservation it often 
becomes embarrassing to both parties, and gives the pro- 
spective customer the impression that the individual is so- 
liciting business blind, and is not acquainted with his 
account or his problems. A general knowledge of credit 
is indispensable and in a situation of this kind the solicitor 
should be able to intelligently discuss the problems of the cus- 
tomer. After discussing the matter he can give assurance 
of codperation, and service and yet not definitely commit 
himself by saying, “Mr. , we shall be glad to consider 
an extension of credit and if you let me have one of your 
latest statements (and other facts pertinent to the type of 
business which the soliciting officer thinks he should have) 
I shall refer it to our committee and let you know of our 
decision within a day or two. The next step, of course, is 
to follow it through and if after discussion the granting of 
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credit does not seem expedient the customer should be 
called on again and should be told why in their opinion he 
is not entitled to credit. By doing so in a polite and thor- 
ough manner he may lose a prospective customer, but nine 
times out of ten this makes a real friend, and don’t think 
that good will does not pay just as good dividends as a 
bank account. 

Many times the people soliciting new business are not 
acquainted with the bank’s policies. ‘This is not always the 
fault of the new business man but in many cases the fault 
of his own institution for not thoroughly acquainting him 
with pertinent facts of their policies; such as types of ac- 
counts wanted, the type of business they are interested in 
having on their books, and the particular line of business 
whose good will they want to cultivate. If the bank is 
opposed to extending credit to certain lines of industry, 
as some banks are, there is a waste of time and may create 
much ill will by soliciting that type of business. If the 
account is opened the relationship may be very satisfactory 
until the question of credit is raised. 

A man of good judgment and working background in 
the commercial banking business, having the temperament 
and personality to meet all classes of people on their own 
level and having the confidence of the institution behind 
him, can do more than ten of the ordinary men used in 
business extension work today. 


Another thing to remember is that it is not the number 
of new accounts that are opened but the quality of the ac- 
counts that mean something. It is not practical to accept 
small accounts and gamble that the future of the individual 
or company will show such an improvement as to justify 
their acceptance. 

A survey was made of all accounts opened up in the 
year 1922, and followed through until December 31, 1928. 
This period is used as it more closely represents the normal 
trend of business than the later period which would neces- 
sarily include the years from 1929 to 1985. In 1922, 850 
accounts were opened. From 1922 to 1928, 629 accounts 
closed either of their own accord, by changes in occupation, 
and location and other reasons. 

Of the 629 accounts closed: 
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175 accounts closed in 1922 
202 accounts closed in 1923 
92 accounts closed in 1924 
68 accounts closed in 1925 
42 accounts closed in 1926 
29 accounts closed in 1927 
21 accounts closed in 1928 


Of the 221 accounts opened 111 were borrowing ac- 
counts. In making a survey of the 221 accounts, the aver- 
age balance maintained for the year 1922 and the average 
balance maintained for the year of 1928, we find the follow- 
ing results by comparing the classification of accounts as to 
balances. 


Average Balance 
Under 

$301 to 

1,001 to 

5,001 to : 
25,001 to 


Of the 37 accounts that maintained an average balance 
of below $300 in 1922 by 1928, ten of the accounts main- 
tained balances of between $300 and $1000. One of the 
number maintained a balance of between $1000 and $5000 
and the rest showed no improvement. 21 accounts that 
opened up with balances less than $5000 decreased. The 
small accounts usually remain small. While it is harder to 
get large worthwhile accounts that measure up to your 
requirements and are eligible for credit accommodation the 
effort justifies the time spent. 


Personnel 
Oi of the greatest problems the banking profession 


has to contend with is the matter of personnel. It is 

an admitted fact that bank employes as a class are 
underpaid, and yet to hold a position of any importance 
in a bank one should have more than average intelligence. 
The banking business deals with facts and not theories. 

It is a long, hard, and tedious grind from the day one 
starts in the bank until the day one receives recogni- 
tion, for the knowledge of various departments and opera- 
tions and their relationship to each other takes a long time 
to accumulate, and during this formative stage the pay is 
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small, the work is technical, and the road ahead seems full 
of bumps and detours. The apprenticeship necessary, be- 
fore one obtains a position of responsibility with good wages 
and honor, is so long in a bank compared with that of 
other businesses that it discourages the right type of high 
grade individuals to enter its profession, unless, of course, 
they have some outside means of support or are gifted with 
a dogged determination to follow it through. 

The opportunity for obtaining knowledge and advance- 
ment is greater in a smaller institution than in a large 
institution due to the fact that it is not necessary to spend 
all of one’s time doing one particular job as for the sake 
of economy one must do several jobs. Whether the bank 
be large or small indications are that internal politics and 
association with those in power are two of the greatest 
contributing factors to advancement. This evil and dampen- 
ing of ambition and initiative has long been criticized in 
banking circles, but it is not only a banking problem but a 
problem that is universal with all businesses. 

Utopian ideas work out only in theory, and some men in 
business think little of the welfare of those under them. The 
reason for this attitude is probably due to the fact that it 
takes so long for a person to reach a position of importance 
that once they obtain that position they seem to forget 
their own struggle for recognition, and lose sight of the 
fact that there are other men and women down the line as 
they once were, whose ability merits recognition. This un- 
willingness to extend a helping hand to assist those in the 
rank and file who have ability is often the reason for an 
organization standing still instead of progressing. 

Sentiment has no place in business, and assuredly not 
in the banking business. A person is either suited for a 
job or he isn’t. We know that if an individual strives as 
hard as he can to better himself and handles his job effi- 
ciently that there is nothing so discouraging as to be 
superseded when an opening occurs in a job higher up. 
Sometimes this is the fault of the individual himself, because 
he has been unwilling to train one of his subordinates to step 
into his job, and has not given them the benefit of his 
knowledge and experience. Each department in a corpora- 
tion is like a cog in a wheel, and must be kept running 
smoothly if the whole machine is to function; and unless 
someone has been trained to run the job as well as the 
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“boss” promotion does not come because it would affect the 
smooth working of the entire organization. 

As said before sentiment has no place in business. Be 
“hardboiled,” be ruthless, but in everything be square; 
that is, as long as an individual is contributing his time, his 
efforts, and his ability to the growth of an institution he is 
entitled to be fairly paid and is entitled to recognition. 
Only those individuals who are on their “toes” are contribut- 
ing to the progress of the institution. “Dead horses” should 
be buried, and while a man may be fitted for one job, unless 
he is worth advancement in money, title, or another position, 
what is the use of keeping him on? If a man is in line, due 
to his service or ability for a better position and an opening 
occurs, irrespective of what feelings one might have, the 
man is entitled to the job. If he doesn’t make good and 
can’t handle the job, in justice to the institution, the indi- 
vidual should be talked to and told why, and either given 
another job, or “fired.” This method insures a live per- 
sonnel; full of enthusiasm, willing to work their heads off 
for promotion for themselves, which in turn contributes to 
the institution; and gives the man a “break” which his years 
of service and ability entitle him to. In this way em- 
ployers can be fair and square to those whom they employ. 

William H. Kniffin, vice-president of the Bank of Rock- 
ville Center Trust Company of Rockville Center, New 
York, an outstanding authority on bank operation and 
management, wrote an article many years ago relative to 
personnel in banking which is quoted in his work “The 
Practical Work of a Bank” under the Chapter “Organiza- 
tion and Administration” which, because it thoroughly 
covers the situation, I am quoting here with his permission: 


Don’t Care Spots 


“Ink spots are often ‘don’t-care spots’; and for the don’t 
care, there may be a reason. Take a live, energetic bank 
man, full of vim and vigor, willing to work his head off to 
get somewhere; hungry for recognition and success; anxious 
to please the powers that be; spending his spare time in 
self-improvement—take such a fellow and criticise every- 
thing he does; praise nothing he accomplishes; belittle his 
learning (which may be greater than his critic’s); drive 
him in a corner and break his spirit with a bale-stick of 
abuse, and like the high-spirited horse that has had a bale- 
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stick applied, he may mind you thereafter with fear and 
trembling, but it will be-a service of fear and not of loyalty. 

“Perhaps he has worked hard and faithfully, believing 
that merit would find its reward; and, believing in himself 
and in his job, has fitted himself for larger and better 
things, and knows he can rise to the occasion and make 
good when the opportunity arrives. It comes. With eager 
anticipation he awaits the outcome, only to find some 
favored son of some favored sire in the job he should have 
had, and the ink spot is one of hate. 

“Perhaps familiarity has bred contempt; and knowing 
him from a little boy up, the administration has forgotten 
that little boys sometimes grow up to be men. His accom- 
plishments and his talents may be underestimated, or for- 
gotten, or seen at too close a range to get the proper per- 
spective, and in looking for a man he is overlooked. 

“Perhaps some jealous mortal in the same institution 
has concluded that danger lies ahead of him (or her) if this 
aspiring youngster climbs up, and by skillful maneuvering 
convinces the judge and jury that it is for the best interests 
of the bank that no clerk shall ever get out of the underling 
class. In some banks, therefore, a Chinese wall, unscaled 
and unscalable by any in the ranks, separates the office from 
the force, and the ink spots on the ledgers are ink spots of 
despair. 

“Do you wonder that men do careless work when their 
initiative is killed, their hope gone? Do you wonder that 
men learn to hate, when hatred is in the air? Do you 
wonder that men become anarchists when the only door 
of hope seems through a little hole in the ground in a quiet 
church-yard, which cures many ills? 

“Do you wonder that under conditions such as are sug- 
gested above (and they do exist) the men should not care? 
Why should they care, when no one cares for them? Like 
begets like. Some men cannot be driven; most men can be 
won. A spirit of kindness and good-will will do more by 


far to generate a spirit of loyalty than all the bale-sticks 
in the world. 


“The Optimist’s ‘Good Morning’ 


“A certain bank in New York took on a new clerk. 
The president came in. ‘Good morning, Mr. President,’ 
said the youngster, with boldness and courage. 
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““*No one here says good morning to me, and don’t you 
begin it,’ was the tart reply. The messenger quit his job, 
and the president should have quit his. 

“Not long ago there died a man of the opposite stamp. 
He was a member of one of the big Wall Street firms. 
He was on friendly terms with every man in the office. 
He had a cheery smile and a greeting for everyone from the 
porter up. And when he died they had a memorial dinner 
with a vacant chair, and more than one eye was moist as 
they remembered the man. 


“Ink spots on the ledgers? No, first, ink spots on the 
hopes and ambitions of men; then ink blots on their work. 

“Cut deep enough,’ said Napoleon to his surgeon, ‘and 
you'll find the Emporer.’ Cut deep enough, Mr. Banker, 
and in every clerk you'll find a man. And to get the best 
out of him you must recognize his aim (if he has any—and 
if he hasn’t any, give him one) and encourage his ambition, 
engender hope and create an atmosphere of good-will. To 
the good man whose work avails naught there comes despair, 
deep and bitter. He may be to blame; you may be to 
blame. But when he concludes that good work gets him 
nothing, and poor work can do him no more harm, he is apt 
to say, ‘Well, what’s the use?—and this is the beginning 
of the ink-spot period of life, where work is a grind and 
life a dull, desultory thing. 

‘“*For the man who is careless, there is no excuse. Gentle 
admonition first, then warning, then a vacant stool. But 
the fault as often lies without the man as within. And the 
man higher up is frequently so perfect in his own estima- 
tion, so infallible in his judgment, so unerring in his con- 
clusions, and so kind(?) withal, that to hold up a mirror 
and show him what sort of a man he really is, is to invite 
the bale-stick, and bale-sticks break men as well as horses. 


“The Fault, ‘Dear Brutus’ 


“But there’s another side to the question. The fault 
with this maker of ink spots may not lie with his superiors, 
but with himself, that he is an underling. He may not 
have seen his opportunity. He may be so close to himself 
that he cannot see himself. His eyes may have been on the 
calendar and clock instead of on his work. When pay-day 
takes a man by surprise, some day he’ll be surprised on 
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pay-day. Good bank men are not paid by the hour, but 
by the job. Perhaps our disgruntled friend has been frit- 
tering his time away dabbling in a thousand and one things 
outside his institution. While every man should have a 
wholesome hobby. and be a man among men, and have an 
interest in all that goes to make life worth while, still his 
job should be the thing of his life. 

‘He may be working on the false theory that he has a 
mortgage on the job ahead just because he has a life lease 
on the job behind. The job ahead does not always go to 
the man behind, for the man behind the man behind may 
be so much better qualified that he leaps far ahead of those 
who immediately precede him. 

“Then again he might be so puffed up over himself that 
to give him any more honor or responsibility would simply 
burst the boiler of self-conceit. Two bank officers in New 
York openly boast that they know so much that they don’t 
need books. And their boast is the measure of the men. 

“Self-judgment is a bad thing. It is biased. It is un- 
fair. Our man may have analyzed his desire to get up 
for ability to make good. His longing for notoriety may 
simply be mistaken for ambition. The despair he some- 
times feels may be due to bad digestion, bad disposition, 
cigarettes, drink, laziness. What he needs may not be a 
raise, but a long walk. Not all failures are due to official 
misjudgment, however much the rank and file may disagree 
with the executives in their conclusions. 

“But granting that banking is full of heartaches and 
heart breaks, some just and others imaginary, nevertheless 
the man who can do good work under adverse conditions, 
and keep sweet and wholesome, is bound to win. If he 
can’t do his best under the conditions that surround him, 
he owes it to himself to get another job. Round men never 
fit into square holes. But the man who can smile when it 
hurts, and keep sweet when others are sour, hold himself 
in check when others let go, and do good work when the 
temptation is to be careless, indifferent and cross, has in 
him some of the elements, at least, that make for success. 
Faithfulness, loyalty, efficiency and length of service count 
for much in banking; and while the few can sit before the 
roll-top and pass on loans, all can help in keeping the 
machine running smoothly and efficiently, doing its best 
work, for out of efficient service come salaries, dividends 
and promotions.” 





No Bank Can Afford Not to Own These 
Two Books..... 


Effective Bank Letters 


Bank Letters That Build / By A. A. Kretschmar 
Business 


Because—they constitute a complete training course, with 
abundant illustration and common-sense analysis, which will appeal 
to and stick in the consciousness of all practical executives and 
department heads; 

—they are indispensable to clerks and secretaries who seek re- 
sponsibility; 

—their content will pull minds out of ruts and awaken a realiza- 
tion that your bank should be writing better letters than it does. 


. 
Effective Bank Letters is the only training service published 
that is likely to improve bank letters. It has for its background 
years of practical experience with bank letter problems as wrestled 
with in all phases, in expert service to metropolitan banks deeming 
it profitable to pay from $50 to $75 a day for individual attention. 
The printed service is available to you in a loose-leaf book (which 
can be circulated in sections), at an investment of only $12. The 
first edition sold for five years at $25 to banks buying from one to 
sixty copies. 
This book was endorsed for Bankers Trust Company of New 
York by Mr. Guy Emerson. Its teaching as released in a forum 
study was emphasized by a former president of The National 
City Bank of New York as “one of the finest things the City 
Bank has ever had.” The educational adviser of Westinghouse 
Electric & Manufacturing Company wrote: 
“I have already read with interest and thoroughness Sections 
3, 4 and 7, which could not have been so well treated by any 
other person of whom I have knowledge in the whole field of 
those engaged in business correspondence. I do not except 
even such talented persons as Stanley, Hotchkiss and Kilduff 
of New York University, Babenroth of Columbia University, 
Weseen of University of Nebraska, and Parke of University of 
Cincinnati, whose penetration of the subtleties of psychology 
as applied to business letter writing is simply that of wizards.” 


Bank Letters That Build Business is a collection of 
carefully construed letters, for several years held as confidential 
within the banks served, and since made available with their per- 
mission. It will stimulate effort toward a higher standard in bank 
letter-writing by all who read its wealth of examples in a knowl- 
edge of sound banking practice and sensible solicitation of new 
business. It has received appreciative foreign notice and we quote 
comment from ‘Printers’ Ink” of New York: 
“Here is an unusual letter book inasmuch as the contents are 


made up almost entirely of sample letters, classified according 
to their use. . . . A welcome departure.” 


USE THIS COUPON 


BANKERS PUBLISHING CO., 465 Main St., Cambridge, Mass. 


() Send me EFFECTIVE BANK LETTERS (8% x11, 283 pp.). Check enclosed $12. 


() Send me BANK LETTERS THAT BUILD BUSINESS, (84%x 11, 334 pp.). Check en- 
closed $5. If desired on 5 days’ approval check here ( ). 


() Send me both books at your combination rate of $15. 
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CURRENT BANKING PROBLEMS 


By Tom K. Situ 


President, Boutmen’s National Bank, St. Louis, Missouri, President, American Bankers 
Association 


WISH to devote a few minutes to 

the discussion of several urgent 

problems confronting the banking 
fraternity. These are not technical 
credit problems of the sort which you 
gentlemen have to face every day at 
the loan desk. The problems I have 
in mind, however, while not primarily 
credit problems, are of vital importance 
to credit men, as well as to men in 
other phases of our business, because 
their solution will determine the future 
course of development of the banking 
profession itself. 

Briefly, it is my feeling that banking 
—and I am referring now specifically 
to commercial banking—is and for a 
long time has been undergoing a 
gradual but definite fundamental 
You all know the classical 


change. 
concept of commercial banking: a sys- 
tem in which the temporarily idle funds 
of depositors are put into use in short- 
term, self-liquidating commercial loans, 
with a margin of reserves maintained 


in the form of cash and highly liquid 


investments. The banking mechanism 
is built around that concept. I wish 
to develop the idea that we have for 
years been departing from that con- 
cept, that for years banking in this 
country has been adhering less and 
less to that pattern, and I want to con- 
sider the need for revision of funda- 
mental banking theory to accord with 
the facts. 

I want to ask you gentlemen to 
adopt a long range viewpoint for a 
little while. It is not altogether easy 
to do that. Bankers have just come 
through a trying period. Our troubles 
over the past half-dozen years have 
been so grave that we are likely to 
forget that we had any problems before 


_ 


From an fddress before the Robert 


Morris Associates. 


1929; we are prone to feel that our 
difficulties originated with the depres- 
sion and that they will vanish with the 
advent of prosperity. We have had a 
good deal of banking legislation in 
the past few years. Drastic measures 
were taken during the emergency, but 
very properly the treatment was symp- 
tomatic; the financial mechanism had 
to be set to working again, but the 
emergency legislation could not and 
did not solve some fundamental prob- 
lems which we shall have to tackle our- 
selves. 

The most important discrepancy be- 
tween banking theory and actual fact 
is that short-term, self-liquidating com- 
mercial loans in the classical concep- 
tion of the term no longer make up 
the bulk of our assets. 


TOM K. SMITH 
President, Boatmen’s National Bank, 
St. Louis, Mo. President, American 
Bankers Association. 
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In order to gain perspective suppose 
we glance back very briefly over the 
history of the American banking sys- 
tem. During the years preceding the 
Civil War, the use of bank checks had 
not become general. Currency and 
specie during that period constituted 
the bulk of the circulating medium. 
Furthermore, as a result of the in- 
stability of the banking system at that 
time, the hoarding of cash was far more 
prevalent than it is today, and the 
result of all this was that the loans 
of all banks in the country were con- 
sistently in excess of total deposits, the 
loans at times amounting to 250 per 
cent. or even more of deposits. Banks 
then generally issued their own notes 
and this expanded their loaning powers 
considerably beyond their deposits. 
With the advent of national banks in 
the 60s, the banking system and the 
banking habits of the nation began to 
assume their present form. The ratio 
of loans to deposits fell very markedly 
for a short while and then, more gradu- 
ally until the turn of the century. From 
that point until the onset of the depres- 
sion, the ratio of total loans to total 
deposits for all banks remained rea- 
sonably constant in the neighborhood 
of 70 per cent. 

Since we are particularly interested 
in the period following the World War, 
we might find it profitable to examine 
the figures for the years from the war 
down to the present in a little more 
detail. In 1914, total loans repre- 
sented about 72 per cent. of deposits, 
and although this ratio fluctuated to a 
small extent, falling in 1925 to 65 per 
cent., it still stood at 71 per cent. in 
1929. From that point the decline 
has of course been precipitous; the 
figure for 1935 is 39!/y per cent. 

The fact that the ratio of loans to 
deposits has held reasonably steady 
from the turn of the century to 1930 
might seem to jindicate that a stable 
equilibrium had been attained. This 
however is not the case. It is neces- 
sary to remember that by no means all 
of the loans reported by the Comp- 
troller of the Currency in the “total 
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loans” category are truly short-term, 
self-liquidating commercial loans. The 
classification of the loans and discounts 
of national banks reported by the 
Comptroller as of June 29, 1935, indi- 
cates that slightly more than 30 per 
cent. of the total is made up of col- 
lateral loans, and nearly 20 per cent. 
more of real estate loans. Commercial 
paper and bankers’ acceptances account 
for considerably less than 5’ per cent. 
of the total, and “all other loans,” in 
which the commercial loans are in- 
cluded, make up only 47 per cent. of 
the total. 

Further than this, the record shows 
that although the ratio of total loans 
to deposits held relatively steady up 
to 1929, there was a decided declining 
trend in the proportion of strictly com- 
mercial loans, which was compensated 
by a rise in the relative amount of 
loans made on securities. Unfortu- 
nately, for the period in which we 
are interested, the breakdown of total 
loans of all banks into what we may 
for our purpose consider capital loans 
on the one hand and commercial loans 
on the other is not readily available. 
As you are all aware, however, the 
loans of the Federal Reserve reporting 
member banks Jare subdivided into “col- 
lateral loans” and “all other loans.” 
Here again the category “all other 
loans” does not consist entirely of com- 
mercial loans, since real estate loans 
are included, but a breakdown of the 
“all other loans” category is not avail- 
able sufficiently far back to be useful 
for the purpose of determining a trend. 
For the reporting Reserve member 
banks, however, the proportion of “all 
other loans” to total loans declined 
rather steadily from about 68 per cent. 
in 1920 to 50 per cent. ten years later. 
There has been some increase since 
that date, but since the aggregate 
volume of all loans has declined so 
markedly since 1930, the amount of 
commercial loans is still exceedingly 
small. Furthermore, although the fig- 
ures I have given cover only certain 
Reserve member banks, and not all 
banks, we may safely assume that the 
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proportion of commercial loans in the 
banking system as a whole is even 
smaller than these figures would indi- 
cate, since the Reserve member banks 
doubtless do a greater than average 
proportion of strictly commercial loan 
business. 

The New York State Bankers Asso- 
ciation recently published some figures 
which illustrate our point excellently. 
In their study they have excluded real 
estate loans, as well as collateral loans, 
from the “all other loans” category, 
and their record shows that for the up- 
state New York banks the proportion 
of “all other loans” declined ‘by more 
than half from 1923 to 1934. The 
ratio of “all other loans” to total re- 
sources dropped from 28 per cent. in 
1923 to‘13 per cent. in 1934. At the 
same time both real estate loans and 
the investment account have increased. 

To sum up, it is clear first that com- 
mercial loans in the sense in which 
we are using this term now comprise a 
relatively small proportion of the total 
resources of the banking system, and 
second and more important, that ‘the 
trend is downward, and that this de- 
clining trend is not recent in origin, 
but has continued since the war. 

This downward trend in the propor- 
tion of short-term, self-liquidating as- 
sets held by banks seems to reflect a 
fundamental change in the nature of 
American business itself. There is not 
sufficient time to discuss the causes of 
the trend in any detail, but it seems 
likely that technological changes ‘dur- 
ing the past few decades have reduced 
to some extent the need of corporations 
for current working capital. Manu- 
facturing processes which formerly took 
hours or even weeks have been reduced 
to minutes. The installation of ma- 
chinery has reduced labor costs. These 
changes have resulted in an increased 
need for long-term capital, but have 
reduced the need for short-term financ- 
ing, which is the classical function of 
the commercial bank. There has been 
a trend, moreover, from the smaller 
business to large corporate enterprises, 
and many of these big organizations 
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have accumulated large enough sur- 
pluses to reduce or eliminate their 
need for banking aid. 

Coincident with this decrease in the 
proportion of short-term commercial 
loans, there has been, at least until 
the past few years, a marked increase 
in the proportion of time deposits. 
Here again the figures for all the banks 
in the country are not sufficiently 
broken down to allow us to separate 
time deposits from demand deposits 
very far back into the past. We have 
the figures for the Federal Reserve 
reporting member banks, however, and 
these show that time deposits rose from 
19 per cent. of total deposits in 1920 
to 34 per cent. in 1932. I should like 
to. point out again that the banks out- 
side the Reserve System ;undoubtedly 
have an even larger proportion of time 
deposits than do the member banks. 
The trend has recently turned in the 
other direction as the result of. the 
prevailing easy money conditions, but 
even in July of this. year time deposits 
still represented 25 per cent. of the 
total. J 

Again the figures compiled by the 
New York State Bankers’ Association 
emphasize this trend. For the up- 
state New York hanks, time deposits 
rose from 39 per cent. of the total in 
1923 to 48 per cent. in 1934, and there 
was a commensurate decrease in de- 
mand deposits from 44 per cent. to 
35 per cent. of the total. 

The causes for this upward trend in 
the proportion of time deposits are 
less evident than for the downward 
trend in the proportion of commercial 
loans. It is consequently more difficult 
to hazard any guess as to the perma- 
nence of the trend. As to the reversal 
which apparently occurred about 1933, 
it should be remarked that this is un- 
doubtedly correlated with the present 
fiscal policy of the Federal Govern- 
ment, and it is of course /difficult to 
appraise the permanence of the pre- 
vailing easy money conditions. 

We have seen that commercial bank- 
ing in this country has departed pretty 
far from the classical conception of 
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the commercial bank. We have traced 
the tendency of the proportion of short- 
term commercial loans in our assets 
to decline steadily, until in 1935 the 
banks of the country held government 
and other securities in an aggregate 
amount equal to nearly one-half their 
total deposits, while less than one-half 
the loan account consisted of strictly 
commercial loans. Further than this, 
we have seen that commercial banks 
are more and more attracting time 
deposits, perhaps consisting largely of 
funds which in times past were used 
by their depositors for investment. In 
any case it is clear that commercial 
banking is no longer a matter of the 
investment of temporarily idle funds 
of depositors in liquid commercial 
loans. 

The implications of the increasing 
proportion of time deposits in our 
banks have been well summed up by 
J. H. Riddle of the Bankers Trust Com- 
pany. In addressing the American 
Statistical Association last December 


he said: 


“Basically, therefore, we have a pic- 
ture of banks investing their funds to 
an increased degree in assets of a 
more or less long term nature, while 
their obligations are payable, actually 


if not nominally, on demand. Com- 
mercial banks are' taking on more and 
more the characteristics of investment 
trusts in that they are investing the 
savings of the people. Yet they assume 
obligations which no investment trust 
in the world could assume with safety, 
namely, they guarantee the return of 
the depositor’s money in full at any 
time irrespective of conditions in the 
securities markets. All risks are as- 
sumed by the banks and none by the 
investor in the guise of a depositor. 
If the bank fails he is taken care of 
by the insurance fund contributed by 
banks.” 

I shall return a little later to a 
brief consideration of the implications 
of the trends we have observed but 
before doing so I should like to dwell 
for just a moment on the complications 
arising from certain more recent de- 


velopments. The tendencies we have 
so far been discussing have been in 
existence for a long time. The depres- 
sion has brought forth new develop- 
ments in the field of |money and bank- 
ing which complicate matters con- 
siderably. 

First of all, there is the serious 
matter of Government competition with 
private banking organizations. During 
the emergency, numerous Federal credit 
agencies came into being. You are all 
familiar with them, and there is no 
necessity for me to discuss their opera- 
tions in any detail. We all concede 
that these agencies performed an essen- 
tial function during the emergency, but 
it is important, now that the ‘crisis is 
past, to see that duplication of service 
by these Government agencies and 
chartered banks be avoided. The offi- 
cials responsible for the policy of 
these Federal credit agencies have in- 
dicated that they are willing to curtail 
their operations just as soon as it is 
clear that the chartered banks of the 
country are ready and willing to take 
over the load which the Government 
has heretofore been carrying. I am 
confident that they are sincere in these 
expressions, despite the fact that bu- 
reaucracy has a well known tendency 
to perpetuate itself.’ It is essential that 
banks ascertain through study just 
what functions now performed by the 
Government they can take over. I am 
not prepared to say that the ‘private 
credit machinery of the country is now 
able to cope with all of the agricultural 
financing or the other work /which has 
been handled by various Government 
organizations, but I think you will all 
agree that we must soon determine 
just what portion of :this work, if not 
all of it, can be handled by chartered 
banks. We must be aggressive in see- 
ing to it that business which we ‘can 
and should handle does not go to a 
Federal agency. 

The fiscal policy of the Federal Gov- 
ernment has likewise been of major 
importance in the field of banking dur- 
ing the past few years. This monetary 
policy has influenced the banking busi- 
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ness immeasurably, and we are obliged 
to study carefully the implications of 
that policy. 

The recent increase in the volume of 
bank deposits and the present level of 
interest rates are two conditions, due 
in large part to the Government’s fiscal 
policy, which affect us very directly. 
Study of these matters by the banking 
fraternity is essential. Quite obviously, 
if the present volume of deposits and 
the prevailing rates of interest are go- 
ing to be at all permanent, the banking 
system must make some important ad- 
justments, and the sooner we know 
where we stand and what we shall 
have to do, the better. 

There is another measure which has 
been added to our statute books quite 
recently which, like the Government’s 
fiscal operations, will have far-reach- 
ing direct consequences on the conduct 
of the banking business, in addition to 
its indirect consequences upon us as 
citizens. I refer to the recent tax bill. 

We may assume that any tax measure 
based on the principle of taxation of 


undistributed corporate earnings will 
discourage the accumulation of large 
corporate surpluses. This should have 
a direct and obvious effect on the bank- 


ing business. We have noted the de- 
clining tendency shown in the total of 
commercial loans in the banking sys- 
tem, and we have ascribed as one 
possible cause of this tendency the 
accumulation by big corporations of 
large volumes of funds which have 
reduced their need for banking aid. 
The principle of the recent tax bill 
would seem to indicate that this con- 
dition may to some extent be reversed. 

With respect to the general effects 
of the tax bill on business conditions, 
particularly with reference to the se- 
verity of depressions and the extent of 
booms, there are many conflicting opin- 
ions. As bankers, it behooves us to 
study this question so that we may be 
of some assistance in permitting the 
public to form an opinion of such 
measures, 

It has been my purpose in making 
this short talk, not to recommend any 
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course of action, but merely to point 
out that there are complex and power- 
ful influences bearing on the banking 
system which promise more and more 
to affect the nature of our business. We 
have seen that long before the onset 
of the depression the commercial bank- 
ing system had departed seriously from 
the concept of the commercial bank 
which was developed by classical 
economists. Along with a marked in- 
crease in the amount of capital assets 
held by banks, there was a marked 
increase in the amount of time de- 
posits. These developments had noth- 
ing to do with the depression, and 
unless there is some reason to believe 
that the causes which brought them 
into being have now been removed, it 
seems logical to assume that these 
trends will continue. If these con- 
ditions are to be permanent, it is evi- 
dent that we shall have to adapt our 
underlying banking theory and practice 
to meet them. Further, the last half 
dozen years have brought complicat- 
ing forces into being which in some 
respects intensify and in some respects 
counteract the long-term tendencies we 
have noted. 

In this welter of conflicting forces, 
there is urgent need for research on 
our part so that we may appraise their 
effects and importance. In accepting 
the presidency of the American Bank- 
ers’ Association last month, I expressed 
my conviction that the paramount need 
in our business at the present time is 
the adaptation of banking to a chang- 
ing economic environment, and I 
stressed the need for research as a 
prerequisite to the shaping of sound 
banking policy. I hope during my 
administration to place the emphasis 
I feel due them on study and fact- 
finding. 

The American Bankers Association 
has of course already done a great 
deal in this direction. I feel that your 
organization likewise has proved itself 
of great value in the field of research. 
It is essential that the men who have 
direct and first-hand knowledge of 
credit problems make their contribution 
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toward charting the course that the 
banking profession is to follow, for the 
credit department is after all the heart 
of the banking business. 

Research alone will not be enough. 
With our research we must combine 
education. By education I do not mean 
the training of bank personnel alone, 
although this is of obvious importance. 
Our education, however, must extend 
beyond the confines of the bank, and 
it must reach to the people with whom 
we are doing business, for only when 
an alert banking organization is work- 
ing with a public which understands 
the functions and the scope of the bank- 
ing system can we attain our maximum 
usefulness. 

With respect to education of per- 
sonnel, an organization such as the 
Graduate School of Banking is in- 
dispensable. It is my feeling that 


more and more banking must become 
a profession in the true sense of the 
word, with bank officers who under- 
stand not merely their own duties, but 
who understand as well how the things 
they do affect the other parts of the 


economic system. 

We shall have to bring the results 
of our research not only to the limited 
number of our officers who attend the 
Graduate School of Banking, however, 
but to every employe of every bank 
in every corner of the country, and 
through them to the customers with 
whom they do business. By our speak- 
ing and our writing and in our day-to- 
day transactions we shall have to dis- 
seminate the information that our fact- 
finding agencies dig out for us, and 
only then, after due debate and dis- 
cussion and thought, will we be able 
to formulate a sound policy. 

In concluding, I should like to em- 
phasize that your organization has a 
truly unique opportunity to participate 
in this program of research and educa- 
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tion. The loan desk is the cornerstone 
of the banking structure. Not only are 
you gentlemen strategically situated to 
aid in the intelligent formulation of 
banking policy itself, but, even more 
important, it lies within your power to 
bring our most important class of cus- 


.tomers—prospective borrowers—to a 


sympathetic understanding of the funda- 
mentals of good banking. If in refus- 
ing an application for an unsound 
loan your resort to a simple “No,” you 
will needlessly alienate and mystify 
your applicant; but if on the other 
hand you will go over his proposition 
with him, explaining exactly and in 
detail why you cannot accommodate 
him, you will have an understanding, 
even though a disappointed, applicant; 
and if in addition you will undertake 
to show him how his loan may be 
made sound you will have created a 
potential customer. I am well aware 
that you gentlemen are not personally 


-in need of these admonitions, but you 


are in a key position in the credit 
world. Credit methods and policy for 
the entire banking system are largely 
determined by such a group as this; 
others will follow the pace you set. 

And now one final point: throughout 
my talk I have been dealing with the 
problems and the difficulties confront- 
ing the banking system. I am, how- 
ever, anxious to guard against the 
possibility of sounding pessimistic. Our 
problems are complex and our diffi- 
culties are serious, but this is not the 
first time that the banking system of 
this country has been face to face with 
complex and difficult problems. The 
banking system of this country has 
gone on and prospered in spite of eras 
of drought, wars, booms, and depres- 
sions. Our resources are still enor- 
mous, and our energy is undiminished. 
We face the future with determination 
and confidence. 





BANK BOND BUYING 


(Reprinted from a recent booklet issued by Lazard Fréres § Company ) 


HE average bank today is con- 

fronted with a difficult problem 

in deciding how to employ surplus 
funds and what stand to take with 
respect to present investments. Wholly 
aside from the individual requirements 
of an institution arising out 
of the particular problems of the lo- 
cality in which it is situated or from 
the needs of its customers and deposi- 
tors and about which few generaliza- 
tions can be made all banks 
today are faced with the fact that in- 
terest rates are unprecedentedly low, 
that highest grade bond prices com- 
mand high premiums and afford a 
modicum of return and that the de- 
mand for bank credit by business is 
small, measured by the potential credit 
reservoir. What to do with surplus 


funds in order to achieve the greatest 


protection and profit under these con- 
ditions, at the same time preparing for 
future possibilities, is a question press- 
ing for solution. The practical aspect 
of the matter, therefore, is to determine 
whether there is a set of fundamental 
principles to which banks generally 
can adhere in formulating investment 
policy. We believe that there are cer- 
tain workable rules which, though they 
may depart to some extent from tradi- 
tional practice, are grounded in institu- 
tional experience during one of the 
most trying periods in the banking 
history of the country. 

At the outset it is well to emphasize 
that the matter of investments has been 
assuming a greater importance for 
banks in recent years. Investments 
have come to be the predominant form 
of earning assets in contrast to pre-war 
history when the bulk of these assets 
was in commercial loans. At the re- 
cent convention of the American Bank- 
ers Association, statistics were cited 
which showed that, whereas commercial 
loans represented 49 per cent. of all 


earning assets of commercial banks in 
1900, they constituted 19 per cent. in 
1936, while at the same time the pro- 
portion of investments increased from 
22 per cent. to 60 per cent. This trend 
grew out of the Treasury’s war-time 
financing in the years of the World 
War and was accentuated in the decade 
of the ’twenties by the growing ten- 
dency of commercial enterprises to 
finance their requirements in the long 
term market rather than through the 
medium of the commercial loan. It 
finally reached its climax with the de- 
pression period when the deflation of 
business, resulting naturally in contrac- 
tion of credit, coincided with larger 
borrowing operations of the Govern- 
ment. There are many indications that 
this trend will persist for some time. 
Even if business expands to a degree 
commensurate with the expansion which 
took place in the years prior to 1930, 
it appears unlikely that the volume of 
commercial credit will be similarly 
restored. As long, therefore, as the 
investment portfolio occupies a position 
of ascending importance, the need to 
determine sound investment policy is 
especially acute. 


Banking Changes 


Originally, the question of bank in- 
vestments arose out of the presence of 
surplus funds, funds for which no 
profitable employment could be found 
in the course of the regular extension 
of business credits. Now, however, 
with the steady increase in deposits 
to record totals and with commercial 
loan operations at low levels, so-called 
surplus funds are exceeding those used 
in commercial banking operations. 
Thus, it becomes more imperative than 
ever before to safeguard these funds 
in such a manner as will make them 
readily available to meet any probable 
claims by depositors. 
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One of the abler state superinten- 
dents of banking has placed on the 
record his opinion that unwise bond 
investments were the primary cause of 
bank failures in his district during the 
years 1931 to 1933. The epidemic of 
bank failures which swept the country 
at the height of the depression, still 
fresh in memory, was studied by a 
Federal Reserve Committee and the 
results of this study merit attention. 
Among 105 banks suspending in 1931, 
whose positions were studied by the 
Committee, a number had large bond 
accounts. 


Depression Experience 


In order to obtain a fair basis for 
comparing their bond portfolios, the 
Committee made use of a_ so-called 
bond quality index computed in such 
a way as to afford an arithmetical esti- 
mate of the relative desirability of the 
bond holdings of the several banks. 
Bonds of high quality were given a 
numerical count of 100 per cent. and 
so on down the quality scale. The 
study revealed that only 18 of the 105 
banks had bond quality indexes over 
90 per cent. at the last examination 
before suspension and only 30 had 
bond quality indexes over 80 per cent. 
Thirty-five had bond quality indexes of 
50 per cent. or lower at the time of 
their last examination. Bond deprecia- 
tion was specifically named as_ the 
primary cause of failure in 6 of the 
105 suspensions and an _ important 
contributing cause in four other cases, 
while in a number of others serious 
trouble had arisen from efforts to 
make investments yield too high a 
return. 

The records of liquidation of closed 
banks in New York State alone show a 
similar picture. For 34 banks liqui- 
dated, which had total assets of more 
than $334,000,000 and security port- 
folios at cost at the time of closing of 
$58,140,000, losses on securities liqui- 
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dated by the end of 1932 amounted to 
$15,362,000, or 37 sper cent. of the 
average cost of the securities liquidated. 
This percentage was, of course, large 
because liquidation had to be carried 
on in a declining market, but it is, 
nevertheless, an accurate indication of 
the then current market value of num- 
berless securities. 

These conditions were present to 
some degree in most bank portfolios 
with the result that even solvent institu- 
tions emerged from the crisis with 
severely deflated accounts. 

With the passing of the banking 
moratorium in March, 1933, and the 
ending of forced liquidation, bond 
values commenced an upturn which 
has lasted with only minor recessions 
up to the present time. The vast mone- 
tary supply built up during the interval 
through the deliberate policy of the 
Government, through devaluation of 
the dollar and through gold imports 
has carried prices of highest grade 
securities past the record prices at- 
tained at the beginning of the century. 
Opinion differs widely as to the probable 
duration of the current period of ex- 
tremely low interest rates and the diffi- 
culties of forecasting monetary changes 
have been multiplied by the magnitude 
of international capital movements and 
by new and untested instruments for 
credit control. Few, however, profess 
to see the end of the period close at 
hand in view of existing large excess 
bank reserves and the manifest desire 
and ability of the Federal Government 
to promote conditions favorable to the 
refunding of its short term debt as well 
as to finance the deficit. Nevertheless, 
there is justification for the belief that 
a major change in the direction of 
money rates will eventually occur. How 
far distant it may be or how far it 
will progress is not determinable by 
precedent or otherwise but the even- 
tuality is one to be constantly borne 
in mind in formulating investment 
policy. 





an expensive interlude 


From a crest in 1929 financial advertising ebbed through 1933. Some 
banks eliminated advertising or so materially reduced its volume that a 
part of the public was never sure which were the open banks. The inter- 
lude was expensive, but perhaps two lessons were learned: The main- 
tenance cost of good-will is less than the cost of its rebuilding; advertising 
is made more effective by continuity. 


Fortunately, many banks carried on. So, too, did the Financial Adver- 
tisers Association. There were membership losses but the roster carried 
the names of most of the nation’s leading banks. The spirit of coopera- 
tion—the interchange of ideas for mutual benefit— gained in strength. 
After the development of two decades, the Association, sound theoreti- 
cally and sound financially, functions efficiently in coordinating ideas and 
plans and disseminating them to members. An invitation is extended to 
banks and trust companies to join the Association. Concentrating on 
advertising, new business and customer (or public) relations, operating 
costs are low and so are dues. 


Write to Preston E. Reed, Executive Secretary, 231 South La Salle Street, 
Chicago, for information regarding the Association and a copy of its 
current BULLETIN—no obligation. 


Silence creates neither confidence nor good will. 
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